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This book is dedicated to Ja-Nae. 

She is on the cover with me but is really the reason this book is written 
and in your hands. She is my wife, my life, my best friend. And from my 
two page wedding vows, 1 reaffirm to always be your partner in fun 
and adventure, your lover, your sounding board, your co-pilot, your sous 
chef, your copyeditor, and your best friend. And to always flush the 
toilet and remember to put the seat down when I am done. 

Love you, babe. 

Steve 

Love you too. 

Ja-Nae 

In Memory of Karl Baehr 

A Teacher, A Mentor, A Friend. And yes. Profit is good. 
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Foreword 


hy don’t you just fix that?” 

It was a late summer night at the office. Many of my friends 
were on romantic dinners or exploring Colorado on their bikes. 
I, however, was tucked away in an office drinking warm beer with some 
other stressed out software developers. It struck me that all these 
startup friends had never worked together. These three developers are 
now lifelong friends, but before that night had not really had a chance 
to work on something together. One of them had a problem with their 
newly launched application, and I happened to know just the right per¬ 
son to fix the problem who joined us at the office that night. “There 
should be a way we can work together on projects.” 

“Why don’t you just fix that?” 

I could have left it there. I could have just passed on it. It could have 
joined thousands of ideas in the trash can. For some reason that night, I 
jumped to action and within an hour, I had a website, ticketing system, 
and blog post with just a single line written, “Let’s do this.” 

Looking back, the launch was both structurally embarrassing and 
completely perfect. No logo. Under 200 words describing it. No venue. 


No partners. No sponsors. No money. I wasn’t known nor very con¬ 
nected. I chose the name “Startup Weekend,” which was so generic that 
people claimed to have heard of it before we had even done anything. 
Even with all these obvious flaws, something big started happening: 
people were actually signing up. We had five people. Then ten people. 
Then thirty. Then, just three weeks later we had eighty-eight people show 
up to a small office above a bike shop in Boulder, Colorado. 

Startup Weekend was born. 

We all gathered at 6 p.m. to discuss what we all wanted to build. 
Ideas went around about event organizing, finding friends, parking, 
trail mapping, and voting were presented. This group was having a hard 
time building consensus, until we began discussing a product idea. That’s 
when we struck gold. That’s when we had consensus. 

We made a voting application for groups just like us. Or we tried 
to. Throughout the weekend we picked a name (VoSnap), selected a pro¬ 
gramming language (Ruby on Rails), created a marketing plan, and cre¬ 
ated a group cheer (voooooooo-snap). We had all the functional things 
of a startup, in just one weekend, which was against everything we were 



told was possible. But it worked, because we had the basic elements of 
our own Startup Equation. 

It was community building at its finest: A talented group who are 
individually challenged to remain as flexible as possible to solve a prob¬ 
lem. That is the essence of what Ja-Nae and Steve talk about when they 
want you to assemble your “A-team.” To get a group together who chal¬ 
lenge themselves and encourage the others as well. Because we had that 
core team element, what really launched that weekend was a centralized 
movement of these Startup Weekend events. 

But it wasn’t easy. A bunch of blogs wrote about what we were trying 
to do and pointed out how we were going to fail! That was actually fantas¬ 
tic for getting attention and ironically they became our biggest word of 
mouth evangelists without even knowing it. And that got lots of people 
talking about whether we were on to something. Could a startup be built 
in a weekend? How about a prototype? We knew, just as Ja-Nae and 
Steve know, that you just need the right elements in place and a startup 
can be conceived in a day... or a weekend. 

In the startup ecosystem of 2007, it was assumed that you needed to 
invest or raise a ton of money in the hopes of launching something within 
a few months to a year (or more). We were trying to challenge that assump¬ 
tion. What happened when a group of people were challenged outside of 
their usual work? Would we work smarter and faster? Could the new tools 
and methodologies carry us to an early launch? There were just too many 
questions that we were testing, and in the end, the bloggers were right: we 
alone couldn’t launch a startup in a weekend. However, we could, and did, 
build a small community! Community was my calling and the discussion 
around launching in a weekend was the marketing plan. 

A side effect of the weekend was that everyone in the room later de¬ 
scribed it as the primary spark of the an evolved startup community in 
Boulder. The narrative of “our community is too siloed’’ and “there isn’t 
much going on here’’ went away. The startup community grew tighter, 
and I was amazed by the way members of it always lent a hand. We had a 
strengthening community with great ethics and leadership. 

During our first weekend, we stayed up until 4 a.m. looking to 
launch this project. We kept on thinking that we were an hour away. We 
just needed to patch a bug. We just needed to write some copy. We just 


Xll 


FOREWORD 


needed to finish the code. Well, we just needed to do about three weeks 
of work to launch, and we really never did. The weekend was a success, 
but it also failed many ways. But as this book explains, that it the chance 
for every startup. The true test is how you can learn from it and pivot as 
quickly as possible. That is what we did, and it made all the difference. 

No matter where you are on planet Earth, building, launching, and 
scaling a company leverages many of the same elements in order to be 
successful. One thing that did come from that weekend were emails to 
me from people all around the world wanting to do a Startup Weekend 
in their community. I responded to these inquiries with a simple, “Sure, 
pick a date and I’ll fly out!” Many people took me up on this and pretty 
soon we had programs in 20 states and four countries. I was working a 
fulltime job and flying places on Friday and facilitating for weekend. It 
was amazing. It was exhausting. It was a classic “I must work harder” 
mistake on my part. I didn’t have the tools (like this book) and made a 
ton of mistakes on how to run a program. My X-Factor (which Steve and 
Ja-Nae cover in Chapter 17) was that I had that drive to start something 
and caught the energy needed to really run with it. 

It is stated in this book and by other sources that by 2020, about 1 
in 6 people on the planet will be an entrepreneur of some shape or form. 
How they come to being an entrepreneur could be one of 10,000 ways, 
but it excites me that so many will take that risk. Books like The Startup 
Equation will drastically increase the number of people that realize they 
can start something (and that is just damn exciting). This book is a key 
part of showing you who you are as an entrepreneur, helping you decide 
on the right approach, and then giving you the elements to build some¬ 
thing you’re proud of. 

Looking back, I can identify a few things that were the reasons why 
Startup Weekend worked: 

1. We put our full trust in the community and valued everyone 
that attended. 

2. We gave a challenge to talented people and the flexibility for them 
to solve it. 

3. We were clear with what we were, what we were not, and what 
to expect. 



The customer of Startup Weekend was part what Ja-Nae and Steve 
identify as the creative economy. These are the makers, the doers, the 
tinkerers, and the creators. By reading this book. I’m going to assume 
that you are the type of person that is looking to fix a problem or iden¬ 
tify an opportunity for something new in the world. If I were to list out 
my heroes, they would all fit into this group. The inventor, the singer, the 
artist, the builder, and the founder. I think the world needs more people 
who take charge and put their stamp on it. There are startup economies 
of all shapes and sizes around the world and Startup Weekend is helping 
power that. This book. The Startup Equation, is a perfect complement to 
every Startup Weekend team. 

I don’t think we need more dreamers. I think we need more found¬ 
ers. Think the world is a certain way? Test it. Think there is a market for 
something new? Talk to customers. Think you can make a change for the 
better in your community? Launch it, and take pride in the fact that you 
are the one to give it a chance to be great. 

This is a living book that I think is a breakthrough in entrepre¬ 
neurship and for entrepreneurs of all shapes and sizes, regardless of 
geography. 

Leveraging many of elements discussed in this book, the team has 
grown UP Global, the non-profit that runs Startup Weekend, Startup 
Week, Startup Digest, and Education Entrepreneurs. I am excited to 
say that we are active in over 140 countries. Every weekend, hundreds 


of founders make their first step toward applying the elements of The 
Startup Equation. The energy grassroots organizers bring is something 
that still gets me excited about what entrepreneurship can do for the 
world. 

So ... here is some wise advice given to me that I’ll pass along to you: 

1. Be humble. Failure is a known and very common outcome. Failure it¬ 
self is not failure, but an unhumble project is just that. 

2. Be bold. Don’t be afraid to lead or to set up an experiment and test 
some assumptions out. Take your views and style and put them 
into action. 

Think about what you want to create. Ask yourself, “What problem 
am I looking to solve?” So I ask you, as someone asked me: why don’t you 
just fix that? What is stopping you? Now that you have this book and the 
passion, my wish to you is that you go for it. Build something great and 
take the time to enjoy the process. This is what The Startup Equation is all 
about, and I’m excited for you read and leverage this book as you begin 
your journey. 


Andrew Hyde, Founder Startup Week 
@andrewhyde 
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Our Story and The Surprising Truth 
About Why You Need This Book 


S teve slowly turned to Ja-Nae as 
she opened up her eyes. “Good 
morning, wife.” It’s true. We can 
say that now. While ruhhing her eyes, 

Ja-Nae recalled the amazing party 
they had with 75 of their closest 
friends and family yesterday. What a 
great ceremony. What a great party. What a great day. But now, it’s time. 
Well, after coffee. 

“You know what we have to start today,” Ja-Nae said while sipping 
her piping-hot first cup. Steve just looked at her because though they 
just got married yesterday, he knew that they had to begin and begin 
now. “Oh, yes I do.” Months of research and years of personal experience 
needed to go onto paper. We needed to start this book. 

We’ve both had two companies. We’ve made a lot of mistakes. We 
both have had a lot of successes as well. Now, we both teach, invest, and 
advise businesses on how to build and scale their startups. What drove 


us to write this book really came from 
three major observations: 

1. We all need to be entrepreneurial: 

The way people work has begun 
to shift. Now more than ever, 
people are finding ways to build 
up their skills so that they can design how they work and what they 
work on. This book helps you figure what it is that you need to 
focus on. 

2. There is NO book that unites them all: From books like The Lean 
Startup and Business Model Generation to Steve Blank’s Startup 
Owner’s Manual all are great works. There are many great resources 
out there, but there is nothing that helps you combine them all in a 
way that is easy to understand. This book not only leverages some of 
these great methodologies and frameworks, but it does it in a visual 
way that is easy to understand and implement. 


Hope is wishing something would happen. 
Faith is believing something will happen. 
Courage is making something happen. 

—Anonymous 


3. Every entrepreneur and 
startup is different: You are 
your own unique snowflake. 

Seriously though, every per¬ 
son is different and so is the 
type of business they are 
looking to start. This book 
takes into account not only your personality type, but your entrepre¬ 
neurial approach. This way you can grow and scale the business YOU 
want. You are in charge. 

These observations made it abundantly clear that it was time for 
a book that not only taught people what we know, but helped entre¬ 
preneurs choose their own adventure. And that is what we have set out 
to do. 

It is one thing to share your own experiences and lessons with read¬ 
ers, but at the end of the day, we are just two entrepreneurs. So it was vi¬ 
tal to us to highlight and interview as many entrepreneurs and startups 
as we possible. So, not only will you be hearing from us but you will also 
get some awesome advice from over 30+ other entrepreneurs. 

Many will give you advice and tell you what worked for them. 
The truth is, there is no magic bullet that will work for everyone. The 


elements are always slightly differ¬ 
ent for everyone, and thus the for¬ 
mula is, too. We have constructed 
this book to help you understand 
who you are as an entrepreneur and 
what type of business you are cur¬ 
rently looking to grow. You’ll also 
figure out which elements are the right mix for that business at this time. 
We want you to understand that you are building something organically 
awesome and give you the ability to grow with it in a way that makes 
sense for you. 

But know this: At the end of the day, this journey is yours. You can 
choose to figure it out on your own, or you can take some of the advice 
in this book and learn from the lessons of others. You can start experi¬ 
menting with how to make this business work or you can allow us to help 
you find the right Startup Equation for you. You can choose to put this 
book down right now or you can give us the opportunity to show you a 
new world, a new way of growing a business, and a new adventure that 
may take you to places you could only dream of. But YOU have to make 
that choice. 

Let’s Get Started ... 


We can either be the ones who pave the way, or 
we can travel down someone else’s road. Ironically, 
the choice and the journey is ours entirely. 

— Ja-Nae Duane 
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The human race is at its core, explorers. We are curious and adventur- 
ous.We are in pursuit of the new, the innovative and forging into the un¬ 
known. This drive to discover is what has driven us to accomplish great 
things and in this modern age we have made more advances in the last 
50 years than in the previous 500. This exponential growth is powered 
by a global and connected human race that can communicate ideas at the 
speed of light and push the limits of our creative expression. Our global 
community is more empowered than at any time in history to take con¬ 
trol of their future to create new business, be entrepreneurs and change 
the world. 

But with this power there is a growing complexity that must be 
streamlined and demystified in order to keep it easy to access and easy 
to implement. It is this very reason that we felt it so important to write 
this book. As you read this book you will explore key concepts, equation 
functions and startup elements that help frame and open up how you 
build, launch and scale your startup. We begin this book and this first 
section with “The Age of the Entrepreneur” and discuss the impact of 
One Billion Entrepreneurs on the planet by 2020. We present, along with 


a short history lesson, that we are at the beginning of a new industrial 
revolution that will impact the rest of this century and how entrepre¬ 
neurs are a critical part it. In chapter 2, we take a macroeconomic view of 
the global startup economy and what powers specific startup ecosystems 
in the various cities all over the world. Expanding on the idea that we are 
at the beginning of a new industrial revolution, we identify “Six Forces of 
Change” powering this revolution and the entrepreneurial opportunities 
that are just now beginning to emerge. 

But with all of this global opportunity and complexity we knew it 
needed to be explained in a clear way that could be applied to any startup. 
We discovered over years of research profiling hundreds of startups and 
entrepreneurs to find common factors, best practices and really what just 
works. This has allowed us to present a functional framework or “equation” 
to chart the path for you to explore this book and forge into the unknown. 

As you reach the end of this book you will be present with a way to 
take action and implement The Startup Equation for your business. We 
are excited to share this book with you and get started. Welcome to be¬ 
ing an entrepreneur and enjoy the journey we are about to take together. 
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DISCOVERING 

THE EQUATION 


THE AGE OF THE ENTREPRENEUR 


In this Age of the Entrepreneur there are many ways to be an entrepreneur 
that are direct and indirect, here are six ways that you could be one in this 
age of the entrepreneur: 


Independent Contractors 
Contractors, freelancers, and 
consultants cost 30% less than 
maintaining salaried employees. 

f No Supervising 

^ No Benefits 

f Pay as You Go 


Sidepreneurs 

Flexibility allows creative entrepreneurs 
to build businesses or new projects on 
the side for extra cashflow. 




Jack-of-AII-Trades 
For small businesses, generalists come 
out ahead with more work over highly 
trained specialists. 


o a 




Time lOyrs 2yrs 


Master vs Generalist 



Infographic reproduced from mm.Funders 3 r 1 dFounders.com 



Outsourcing 

With a growth In global specialization, 
many jobs that require specialization 
can be outsourced for less money. 



Intrepreneurs 

Those who innovate internally have a 
huge opportunity to help their 
corporation remain on the cutting edge. 



Entrepreneurs In 
Residence 


Aqui-Hires 

targe companies acquire smaller firms 
to gain their talent pool. 

"We buy companies to get excellent 
people." —Mark Zuckerburg, 2010 













CHAPTER 

Twenty years from now you will be more disappointed by the things that you 
didn’t do than by the ones you did do. So throw off the bowlines. Sail away from 
the safe harbor. Catch the trade winds in your sails. Explore. Dream. Discover. 

—Mark Twain 



The Age of YOU: The Entrepreneur 


E ntrepreneur. That word conjures up so many images. What comes 
to mind for you? Two people in a garage creating the next Apple or 
Google? Inventors like Tesla or Edison? Explorers like Columbus and 
Magellan looking for new trade routes? Your neighborhood shop or food 
truck owner? Friends selling their products online? All of them are entre¬ 
preneurs, and so are you. 

The concept of being an entrepreneur is nothing new. We would dare 
say it’s the world’s second oldest profession. The personal qualities of drive 
and passion to create something new, something better, along with the 
ability to take calculated risks when the timing is right where others won’t 
tread, are what separate the entrepreneur from the worker. Over the past 
200 years, a rapid acceleration of industry worldwide created a new class of 
entrepreneurs. In this decade alone, the opportunity to start a business has 
increased exponentially. It’s the age of the entrepreneur and it’s an excit¬ 
ing time to have an idea with the entire planet as your potential customer. 


According to outplacement consultancy Challenger Gray & Christ¬ 
mas, Inc., the number of job seekers starting their own businesses in¬ 
creased by thirty-three percent in the first half of 2013.^ Even employees 
at large corporations are switching to a freelance role, giving corpora¬ 
tions the ability to downsize full-time staff, cut costs, and hire based on 
the needed skill set for a specific project. As a result, employees have 
been replaced with entrepreneurs. 

Over the last few decades, we’ve seen employment change. We went 
from spending a lifetime with one company to several jobs with many. In 
the wake of this change, both unemployment and entrepreneurship have 
increased. The Kauffman Index of Entrepreneurial Activity makes this new 
reality crystal clear. Every month more than 543,000 new businesses 
are created in the United States. In 2011 that meant more than 6.5 mil¬ 
lion new businesses were started in the U.S.^ The number continues 
to grow. 
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PLANET EARTH: LAND OF THE ENTREPRENEUR 


Figure 1.2 



GLOBAL AGE DEMOGRAPHICS 

0 25-34 year-olds are the largest 

demographic for entrepreneurship 
globally with 35-44 the second largest 
group. Combined the two total at or near 
50% of all global entrepreneurs. 

ATTITUDES ARE IMPORTANT 

Individual Self-Perceptions 

• Awareness of a good opportunity 

• Belief in one's skills and experience 

• Attllude towards failure 
Societal Impressions 

• If starting a business is a good move 

• The association of entrepreneurship 
with high status 

• Awareness of positive media attention of 
entrepreneurship 




INNOVATION-DRIVEN ECONOMIES 

Many of the world’s leading countries 
survive off innovation for growth, 
including: the USA, Italy, France, Japan, 

Israel. Switzerland, Taiwan, and the UK. 


HIGHEST RATES 

The highest rates of entrepreneurship 
come from Sub-Saharan Africa and 
Latin America. Zambia comes in at the 
top with 41% of all businesses in 2012. 

^ Bad Economy f Entrepreneurship out 
and GOP of Necessity 

■aSa = t 



DISCONTINUANCE 

The three biggest factors across the world: 



Business isn't Profitable 



Inability to Finance 



Personal Reasons 


'Data Source: Docsiock and the Global Entrepreneurship Monitor 
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THE NEXT BILLION ENTREPRENEURS 

Globally, there are about 380 million entrepreneurs. That means if you 
had a network of 100 people, you’d probably know at least five entre¬ 
preneurs. With people living longer than ever before, we’ll see the larg¬ 
est surplus of workers in history during the next 10 years. But with job 
choices diminished, people will find themselves adapting to entrepre¬ 
neurship out of necessity. As a result, we expect to see an average of one 
billion more entrepreneurs in the next ten years. 

Of that one billion, many will be women. The Global Entrepreneur- 
ship Monitor (GEM) found that over a three-and-a-half year period, 
126 million women started or ran businesses and 98 million operated 
established businesses. That’s 224 million women impacting the global 
economy—and this survey counts 
only 67 of the 188 countries rec¬ 
ognized by the World Bank. 

Most of these soon-to-be 
entrepreneurs live outside the 
global economic system. An over¬ 
whelming majority (94%) of these 
women live in developing coun¬ 
tries and have little education. Others are housewives, stay-at-home 
moms, or women who are discouraged from working. But no matter 
what others may want, these women are a force to be reckoned with. 

CREATE OR DIE 

Many entrepreneurs had absolutely no intention of becoming one. So 
why then did they become an entrepreneur? Here are three of the most 
common reasons: 

• Necessity: They couldn’t find a job or need more income than their 
current job provides. 

• Circumstances : They lost their j ob or circumstances have changed 
so drastically that they need to start working for themselves. 

• Passion: They had a hobby or a passion and wanted to spend more 
time working on it. 


According to the Goldwater Institute, increasing entrepreneurship 
is key to lowering poverty rates.^ The study shows that in areas with a 
higher than average rate of entrepreneurship, we see a corresponding 
decline in poverty. Every one percentage point increase in entrepreneur- 
ship corresponds to a two percent decrease in the poverty rate. Which 
is great for those who start a business out of necessity or based on their 
circumstances. 

THE NEW INDUSTRIAL REVDLUTIDN 

Even as we look to the future, we need to look to the past for inspiration 
and lessons so we don’t repeat mistakes. Of course, we tend to repeat cy¬ 
cles, some good, some bad. Knowing where we came from will help guide 

where we go. 

We live in revolutionary times. 
It’s even referred to as a new Indus¬ 
trial Revolution. As we look back on 
the history of business and indus¬ 
trial innovation, both in culture and 
business, we can see how transfor¬ 
mations appear to happen in waves. 
The three big innovations are the original Industrial Revolution, the 
post-industrial Revolution, and today’s new Industrial Revolution. 

Phase 1—The Original Industrial Revolution (1750-1870) 

In late-eighteenth century Britain, most people resided in small, rural 
communities. Life revolved around farming. It was difficult, even brutal, 
with incomes low and disease rampant. People made much of what they 
used and consumed, including food, clothing, and tools. Manufacturing 
happened on a small scale in homes and rural shops using rudimentary 
tools. It’s also why we have the phrase cottage industry. 

Rich in coal and iron ore, Britain’s role as a colonial power also pro¬ 
vided access to raw materials and a marketplace for manufactured goods. 
When consumer demand for British goods increased, merchants sought 
more cost-effective production methods, a contributing factor to the rise 
of the factory system. 


We’ve been on this 200-year arc, moving from 
the Industrial Revolution to the industrial age to the 
information age. We are now about to start a new arc 
with a new Industrial Revolution. 

—Steven Fisher 
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Textiles and Industrialization 


The textile industry experienced a significant transformation when pro¬ 
duction shifted to factories. Before mechanization, textiles were made 
primarily at home. Merchants often provided the raw materials and ba¬ 
sic equipment and then picked up the finished product. The biggest chal¬ 
lenge for merchants involved time. Workers set their own schedules 
based on their desire for a work/life balance centuries before the term 
became popular. However, as inventions like the cotton gin reduced the 
human energy and time required to create goods, work opportunities 
shifted to factories, forcing people into a system that gave them less con¬ 
trol. This has only accelerated in today’s world where we trade conve¬ 
nience for less control or privacy in our lives. It is a cautionary tale to be 
aware of if we are to balance innovation with progress. 


Did You Know... The biggest challenge for 
merchants involved time. Workers set their own 
schedules based on their desire for a work/life 
balance centuries before the term 
became popular. 


Coming to America 

The Industrial Revolution eventually moved across the Atlantic to Amer¬ 
ica, leading to its own version of a “startup nation.” American entre¬ 
preneurs or capitalists, (the buzzword of the day) overcame serious 
technical challenges by relying on inventiveness and a bit of industrial 
espionage. 

America’s economic pioneers, like the Boston Associates, tried to 
create utopian environments where communities could thrive and so 
a middle class of consumers emerged. Modern productivity spread and 
supported the start of a mass-consumption society. Like today’s modern 
entrepreneurs, these intrepid creators realized that if you don’t have a 
market, you sometimes have to create it. In the words of Steve Jobs, “A 
lot of times people don’t know what they want until you show it to them.” 
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Revolutions in Finance, Transportation 
and Communication 

By the early 1800s, the transportation and communication industries 
had also transformed. American Robert Fulton (1765-1815) built the 
first commercially successful steamboat, and by the mid-1800s, steam¬ 
ships carried freight across the Atlantic, increasing demand and the 
dependence on a mass-production system. This transformed commerce 
and spawned entire industries related to this innovation. Before the ad¬ 
vent of the steam engine, raw materials and finished goods were hauled 
and distributed via horse-drawn wagons and by barges along canals and 
rivers. 

Today we’d use terms like “game changer” and “disruptive innova¬ 
tion” to describe the steamboat. It was a prime example of transforma¬ 
tive entrepreneurship. Then came the railroads. As their reach expanded 
across the country, railroads became key to moving goods across a vast 
territory and building new markets, both necessary to sustain growth in 
these new industries. This was critical in the building of industry across 
large territories like America, Europe, and eventually Russia, India, 
and China. 

As the size of the United States increased, a national communica¬ 
tions network became critical. In 1844, Samuel F. B. Morse (the Morse 
code guy) created the telegraph, and by the 1860s, the telegraph network 
ranged along the East Coast and reached the Mississippi River. Finan¬ 
cial markets also evolved from crude bartering systems to abstract and 
complex systems of ownership (e.g. stocks, bonds, savings accounts, etc.) 
that could be traded and moved around with pieces of paper. 

Through the expansion of mass-produced goods, companies across 
America saw huge profits. This established America as a thriving, com¬ 
petitive power on the world stage and at the heart of it all were the en¬ 
trepreneurs. We can parallel this time to today’s startup entrepreneur 
working in coworking spaces and creating whole new industries with just 
a few people and some low-cost technology. Except it’s not just in Amer¬ 
ica; it’s the whole world. Anyone can compete if they have the passion, 
some skills, and some affordable, even free, resources. The World is Yours 
to Create! 



Phase 2—The Industrial Age (1870-1945) 

By 1895, thirty years after the American Civil War, the United States blew 
by Great Britain and its colonies (whose wealth Britain relied on at that 
point) to become the greatest economic power in world history. At the 
time, railroad, steel, and oil monopolies dominated. In this well-known 
period of American history, industrial titans like Andrew Carnegie, 
John D. Rockefeller, and J.R Morgan controlled multiple industries. 

The economic shift between Britain and America has parallels with 
events happening today. A great example is the current standoff between 
China and America. Historian Charles R. Morris highlighted the paral¬ 
lels and differences in his book The Dawn of Innovation: The First American 
Industrial Revolution. His research shows that by sustaining an unprec¬ 
edented 3.9 percent average annual rate of economic growth for more 
than a century, the U.S. was propelled into global economic leadership, 
beating Britain for the top spot. Now America finds itself in the uncom¬ 
fortable position of being challenged by China for the top spot. 


During the Industrial Revolution, one its phases was call the Age of 
Synergy.'* From 1867 to 1914, most of the great innovations were pri¬ 
marily science based. New innovations included electricity, the radio, hu¬ 
man flight, the telephone, and the automobile. These inventions brought 
people and nations around the world closer together. However, the spec¬ 
ter of two world wars divided the planet and turned factories into war 
machines, delaying progress, but also providing a catalyst for innova¬ 
tions that eventually ended up in our daily lives. It was also a time of 
global expansion and a horrible depression that exposed us to the very 
worst and the very best that we humans can be and do. 

Phase 3—^The Information Age (1945-1999) 

The conclusion of the Industrial Age coincided with the end of World War 
II. In the process, it ushered in a new era of an emerging middle class in the 
United States, Europe, and other Western societies. Entrepreneurship 
took on a new meaning as those who grew up in the era of a worldwide 



THE INDUSTRIAL REVOLUTION 


• The invention of steam power decreased need for muscle power from people and animals 

• Vast advancements in transportation and communication technology created new markets 

• Manufacturing brought people into collected groups to produce products and the workplace 
moved from the home to the factory 

• Coal became a leading energy source for factory and transportation work and also supported mass 
production of raw materials into finished goods 

• People didn’t work from start to finish, but on smaller, discrete tasks as part of the whole 

• Wage labor became common 


Robert Fulton, Inventor 
of the Steamboat 


The Industrial Revolution produced advancements in: 


Technology 

Energy 

Transportation 

Communications 

Production 

o 

w 
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financial depression and a World War began to see abundance and had 
the means to become consumers in this new, post-industrial society. 
People moved to the suburbs and bought homes along with new conve¬ 
niences and entertainment. Economist Daniel Bell popularized this con¬ 
cept in his 1976 book The Coming of Post-Industrial Society. According to 
Bell, “The post-industrialized society is marked by an increased valua¬ 
tion of knowledge.” 

Common themes around this change emerged:^ 

1. The economy undergoes a transition from the production of goods to 
the provision of services. 

2. Knowledge becomes a valued form of capital (e.g., human capital). 

3. Producing ideas is the main way to grow the economy. 

4. Through processes of globalization and automation, the value and 
importance to the economy of blue-collar, unionized work, including 
manual labor (e.g., assembly-line work) declines. Professional work¬ 


ers (e.g., scientists, digital creatives, and IT specialists) grow in value 
and prevalence. 

5. Behavioral and information sciences and technologies are developed 
and implemented (e.g., behavioral economics, information architec¬ 
ture, cybernetics, and game theory). 

Bell’s prediction pointed to a post-industrial economy dominated by 
the service and information industries that also raised the standard of 
living, leading to greater demand for goods and services. 

The post-industrial society also benefited the creative culture. As ed¬ 
ucation oriented towards individuals discovering their potential through 
creativity and self-expression, newer generations built on this philoso¬ 
phy. This transformed industry and the way we view creativity in the 
workplace and its impact on productivity. According to renowned archi¬ 
tect Ellen Dunham-Jones, “This doctrine of ‘speed, mobility, and mal¬ 
leability’ is well suited to a dynamic creative industry and as industries 
of good production decrease in precedence, the way is paved for artists. 


THE INDUSTRIAL AGE 


• Television and radio created a boom for marketing products 

• The late 19th century saw the rise of the corporation 

• Science led the way for innovation in technology and energy development 

• Flight changed the playing field for transportation and travel 


The Industrial Age produced advancements in: 

Technology Energy Transportation Communications Science 


Thomas Edison, Creator of 
Electrification 
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musicians and other creatives, whose skills are better utilized by the ter¬ 
tiary and quaternary sector.”® 

The emergence of the post-industrial society during the second half 
of the twentieth century accelerated the move to an interconnected eco¬ 
nomic landscape, including globalization and increased automation. The 
development of the microprocessor, for instance, ushered in the era of 
innovations for the personal computer, the Internet, and the smart¬ 
phone. Today we carry more processing power in the palm of our hand 
than what powered the first space shuttle. Economists have repeatedly 
stated that in a post-industrial society “knowledge is power and tech¬ 
nology is the instrument,”^ a perfect description of the information age. 

With the shift from raw materials and a manufacturing economy 
to a service-based one, and later an intellectual focus, people exchanged 
more information (and still do). This chain of events led to today’s infor¬ 
mation society. Over the last twenty years, we’ve used the Internet to 
develop a network society that leverages digital information and commu¬ 
nication technologies to generate, process, and distribute information. 


It’s changed the way we communicate, the way we market products, and 
the way we collaborate today. 

Phase 4—^The New Industrial Revolution (2000-Present) 

This arc of economic history began with the Industrial Revolution, 
moved through the industrial age, and then on to the information era. 
Today we are at the nexus of a new story arc that will propel the planet 
into a new era, and it begins with how we chart the next decade of our 
growth as a society and as a people. While the information age shifted 
our focus from the industrial to the digital, this new revolution shifts the 
power from larger, global corporations to small business owners with 
the global connections now possible in our digital world. Carbon-based 
fuels and technologies powered the previous Industrial Revolution, but 
new power sources and technology are coming online. 

Since the global recession in 2008, we’ve seen the global economy 
search for a new economic narrative. As we’ve discussed throughout this 


THE INFORMATION AGE 







Steve Jobs, Founder of Apple 


• The Internet has changed the v/ay people connect and do business 

• Small business can compete against big business 

• Suburbs emerged as families moved out of cities 

• Crowdsourcing has increased the speed of innovation 


The Information Age produced advancements in: 

Technology Economics Connectivity Living Globalization 
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chapter, economic revolutions in history occur when new energy systems 
are combined with new communication technologies. In the nineteenth 
century it was steam power and print technology. In the twentieth cen¬ 
tury it was electricity, the telephone, radio, and TV. Today, it’s the In¬ 
ternet, 3D printing, and renewable energy sources setting the stage for 
what we and many others consider a new industrial revolution based on 
collaboration. 

Emergence of the Era of Distributed Capitalism 

As this new revolution emerges, our ongoing collaboration will help 
speed the end of the 200-year story of mass workforces and centralized 
businesses. In its place we’ll usher in an era of distributed business prac¬ 
tices that rely on a professional and technical workforce. By democra¬ 
tizing communication and increasing the number of available channels, 
we’ve empowered more than a third of the world’s population to access 
and enjoy information, social lives, and knowledge in new and previously 
unthinkable ways. But that’s only half the story. 

Fossil fuels (e.g., coal, oil, natural gas) have powered almost every¬ 
thing. These systems require top-down command and control in addition 


to massive capital investment. This is not a surprise because centralized 
production and distribution sits at the core of modern capitalism and 
guides the rest of the economy. 

When you think about it, modern finance, telecommunications, au¬ 
tomobiles, utilities, and commercial construction feed off of the fossil 
fuel business funnel. Author Jeremy Rifkin highlighted in his book The 
Third Industrial Revolution that “three of the four largest companies in 
the world today are oil companies—Royal Dutch Shell, Exxon Mobil and 
BP. Underneath these companies are some five hundred global compa¬ 
nies representing every sector and industry—with a combined revenue 
of $22.5 trillion, which is the equivalent of the one-third of the world’s 
$62 trillion GDP.’’® 

In sharp contrast, “the New Industrial Revolution is...organized 
around distributed renewable energies found everywhere and for the 
most part, free—sun, wind, hydro, geothermal heat, biomass and ocean 
waves and tides.’’® Imagine the possibilities. All this dispersed energy col¬ 
lected at millions of local sites and then bundled and shared with others 
through a “green, electric Internet.” Over the coming years the centralized 
model powered by fossil fuels will give way to what many call distributed 



Ayah Bdeir, Founder LittleBits 


THE NEW INDUSTRIAL REVOLUTION 


• New business models are revolutionizing the way resources are consumed 

• Leveraging the force of the crowd is creating new ways for financing 

• Development and production is transforming into small-batch manufacturing 

• Flexible spaces are evolving into collaborative working environments 


The New Industrial Revolution is producing advancements in: 


Working 

Consumption 

Sourcing 

Ideas 

Making 





\ ■ 


10 


THE STARTUP EQUATION 






capitalism. In this model we’ll leverage peer networks to allow everyone 
to become a potential entrepreneur, by creating information, knowledge, 
and power in the open. Creative Commons landscape. 

This is a Globai Movement, a Worldwide Revolution 

The stories of our current revolution and ongoing innovation are global. 
China, Brazil, Russia, and India are growing rapidly and leading the way 
in manufacturing and outsourced service jobs. Within their countries, 
entrepreneurs like you and us are searching for a better way to serve a 
global market. This is only the beginning of a new era. Our era. 

Throughout this book we will show how startups and entrepreneurs 
like yourself, can leverage technology and real-world social connections 
to solve your piece of the puzzle. By creating individualized ways to con¬ 
sume goods and services at a radically reduced cost, you’ll prosper greatly 
as you realize wholly new sources of value that remain invisible to com¬ 
panies still bound by conventional business models. 


It’s an amazing world. We do live in revolutionary times. And you 
have joined the revolution. 

CHOOSE YOUR OWN STARTUP ADVENTURE 

Many people starting a business often have no clue where to begin. They 
often feel excited yet overwhelmed by the amount that needs to be done. 
Sound familiar? That’s why we wrote this book. We’ll walk you through, 
step-by-step, and help you understand the following: 

1. The type of entrepreneur you truly are 

2. The right startup formula for YOU 

3. How to begin implementing it 


Are you ready? Let’s begin. 
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Savannah’s startup economy is immersed in two key 
environments: on one hand, the community is a wonderful 
place to test a new business with many new opportunities, 
local resources, plenty of human capital, space, and 
hospitality; however, on the other hand, despite the 
efforts of many startups, several entrepreneurs have faced 
a variety of barriers to entry, including political issues and 
other problematic conditions. 


CHAPTER 


The best time to plant a tree was 20 years ago. The second best time is now. 
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—Chinese Proverb 


The Rise of the Startup Economy 


THE NEW STARTUP ECONOMY 

tartups are at the heart of our world and are the driving force of our 
local economic development. The town you live in was a startup at 
some point. So was every company and organization you come into 
contact with in your daily life. You can easily find yourself within the 
startup economy as a customer, a partner, a service provider, and espe¬ 
cially as an entrepreneur. As an entrepreneur you are not only growing 
your business but you are affecting your community. 

A TALE OF TWO CITIES: SAVANNAH AND BOULDER 

Savannah: A Story of Emergence 

Savannah, Georgia, has a growing entrepreneurial community, but to 
truly understand the city, we need to examine it as an ecosystem that’s 
connected across many divides, large and small. Like other cities, Sa¬ 
vannah is built on the efforts of entrepreneurs, many of whom own 


small and medium enterprises (SMEs) that make up a combined total of 
90.74% of Savannah’s overall business economy.^ Several of these indi¬ 
viduals, businesses, and organizations collaborate to help support Savan¬ 
nah’s current and future entrepreneurs, as well as aiding in the growth of 
a new, startup-driven economy. 

Many outsiders describe Savannah as a tourist town (tourism does 
make up a large part of its economy), but that isn’t all there is to Savan¬ 
nah. It’s a university town that wears many hats. Savannah offers a rich 
educational experience with a variety of small tech schools, universities, 
art schools, and even a new law school. These schools act as feeders for 
the startup community by bringing in young, new, and fresh minds who 
want a different experience. 

Over time, more graduates from the Savannah College of Art and 
Design (SCAD) and other local universities finish school, but didn’t as¬ 
pire to work for major firms or companies. They decided to start their 
own businesses. As these schools offered a wealth of opportunities for 
students to collaborate, they found ways to take their ideas and make 
them a reality. 



13 


Savannah shows that it’s possible for a city to make a transition. 
Even though it still has a long way to go, the foundation now exists to 
support a new group of change makers. Local entrepreneurs, educators, 
researchers, mentors, and local businesses and nonprofits have come to¬ 
gether to build an aligned vision for the city’s startup community. Of 
course, making that vision a reality will take collaboration and a willing¬ 
ness to experiment, to fail, and to explore. 

These collaborators now work together to provide new opportuni¬ 
ties and services to the community. For example, you can now find a lo¬ 
cal co-working space in downtown Savannah. Thine Savannah plays host 
to a new set of workshops and programs that help engage local business 
owners and schools. 

Things are just getting warmed up in Savannah. 

Someone who knows just how the momentum is building is Caleb 
Sexton, an entrepreneur down in Savannah. We asked Caleb to elaborate 
more on what is happening in Savannah. 

SEQ: You mentioned startup economies in Savannah. What are the things 
you consider key to growing a startup economy in generai? 

Sexton: Obviously people are the biggest necessity. 1 am a firm believer 
in Brad Feld’s Boulder thesis. 1 think it’s a really great analogy for being 
able to understand the key actors and entities that are necessary for any 
good system to thrive. It has to be championed by the entrepreneurs, but 
it also has to have a strong support base. The community is starting to 
really cultivate that in Savannah. 

SEQ: What to you is as an emerging startup economy? Can you taik about 
Savannah as an ecosystem and where you think it's going? 

Sexton: Savannah is an ecosystem. It’s a small city. We’ve got 130,000 
people. It’s diverse. Savannah has really great assets. Obviously it’s got a 
really rich and vibrant cultural mesh. The entrepreneurial community is 
here, and it’s starting to thrive. It’s had some successes, but not as many 
as you would hope. 1 think there’s a lot of work being laid in Savannah 
between organizations. You’ve got the pro-profit and non-profit insti¬ 
tutions that are active. Even the entrepreneurs and some of the inves¬ 
tor community getting involved. They’re looking at, “How can we really 
help turn this into something new and something at the next degree of 
development?’’ 
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What’s unique is that all the organizations in play are all very inter¬ 
connected. Everyone knows each other, and everyone is tied to one an¬ 
other. That’s another key point that I find interesting about Savannah. 
It’s a great place to live. 

Boulder: A Story of Sustainability 

Boulder, Colorado, falls on the other side of the startup economy spec¬ 
trum, and it comes with an interesting past. Originally territory of the 
Native American Arapaho tribe, Boulder saw its first wave of entrepre¬ 
neurship in the 1850s as part of the gold rush in the American West. An¬ 
other wave of entrepreneurs flooded the region after the discovery of 
tungsten, a rare metal, in the early twentieth century. Over the decades, 
Boulder became a quiet college town near great skiing and popular with 
people who loved being outdoors. However, as the technology industry 
grew in the 1980s, more companies opted to locate in Boulder, but the 
town maintained its charm and cool vibe. 

In 1995, Brad Feld, a venture capitalist and mentor to many entre¬ 
preneurs, moved to Boulder. In his great book Startup Communities, Feld 
shared his story of coming to Boulder and his belief that it would become 
a new place for entrepreneurs to create, innovate, and grow their compa¬ 
nies. It struck us that he called Boulder a “laboratory” of sorts and notes 
that it’s a smart town. 

Over the last decade, Boulder became a place where smart, inde¬ 
pendent people with a strong entrepreneurial drive went to build their 
dreams. Organizations like TechStars, events like Startup Week, and 
people like Brad Feld worked hard to build an inclusive community that’s 
committed to making Boulder a place where you want to “do a startup.” 

It’s clear that cities like Savannah are on their way to becoming the 
next Boulder. Cities around the world are in similar situations, maybe 
even the city or town you call home could be on its way to building a 
thriving, startup-oriented community. Now it’s up to you, the entrepre¬ 
neur, to take full advantage of your local startup economy and help take 
it to the next level. 


WHAT MAKES A GREAT STARTUP ECONOMY? 

why do some cities flourish with innovation while others languish and 
struggle to progress? What components help a startup community 
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There are many components in a startup 
ecosystem. At the center is the entrepreneur who 
is the core of the "ecosystem leadership” required 
to make a startup economy succeed. Supporting 
the entrepreneur are the seven major categories 
or "ecosystem feeders" you see here. To the right 
of the diagram are the various sub-feeders that 
can make up a startup ecosystem. Each 
cityAovm/area is different and has varying degrees 
of success based on what makes up their startup 
economy. However, in order for a startup 
economy to thrive it has to have some compo¬ 
nents in each of the major “ecosystem feeders.” 
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POLICY 



INTERSECTIONS 



FINANCE 


Government 

• Research Institutes 

• Financial Support 

• Venture-Friendly Legislation 

• Regulatory Framework Incentives 

Leadership 

• Social Legitimacy 

• Open Door for Advocates 

• Entrepreneurship Strategy 

• Urgency. Crisis, and Challenge 

• Unequivocal Support 


Success Stories 

• Visible Success 

• Wealth Generation for Founders 

• Internattonal Reputation 

• Initialed by Creative Economy 

Societal Norms 

• Tolerance of Risk. Mistakes. Failures 

• Innovation. Experimentabon. Creativity 

• Social Status of Entrepreneur 

• Wealth Creation 

• Ambition. Drive. Hunger 


Financial Capital 

• Micro-Loans 

• Angel Investing. Friends, and Family 

• Zero-Stage Venture Capital 

• Venture Capital Funds 

• Private Equity 

• Public Capital Markets 

• Debt 


SUPPORT 

Infrastructure 

• Telecommunications 

• Transportation and Logistics 

• Accelerators 

• Zones, Incubation Centers, Clusters 

Support Professions 

• Legal 

• Accounting 

• Investment Bankers 

• Technical Experts. Advisors 

Non-Governmental Institutions 

• Entrepreneurship Promotion in Non-Profits 

• Business Plan Contests 

• Conferences 

• Entrepreneur-Friendly Associations 


MARKETS 



Early Customers 

• Early Adopters lor Prool-ol-Concept 

• Expertise In Producing 

• Reference Customers 

• First Reviews 

• Distribution Channels 

Networks 

• Entrepreneur's Networks 

• Diaspora Networks 

• Multinational Corporalions 


Labor 

• Skilled and Unskilled 

• Serial Entrepreneurs 

• Later Generation Family 

Educational Institutions 

• General Degrees (Professional and Academic) 

• Specific Entrepreneurship Training 
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STARTUP ECONOMIES 


Figure 2.5 


UNITED STATES 


CANADA 


LATIN AMERICA 


EUROPE 



BOSTON 


• Mature Startup Ecosystem 

• Strong Investor Community 

• Big Data and Hardware Startups 

• Enormous talent base (MIT, Harvard) 



TORONTO 


• Strong startup economy 

• Strong technology adoption 

• Emerging investor sources 

• Healthy mix of startups and events 



SANTIAGO 


• startup Chile one of largest accelerators 

• Highly educated workforce 

• Low costs and strong infrastructure 

• Strong government suppod for startups 



BARCELONA 


• Government Zone 22 startup zone 

• Top business and design schools 

• Large app and tech startup scene 

• Great work/life balance 



NEW ORLEANS 

• Rated best emerging city for business 

• Startups In culinary, tech and education 

• Entrepreneurship 56% above US avg 

• 70% of startups launched by students 



VANCOUVER 


• Competition for talent wfSeattle 

• Thriving startup economy 
•Many mobile-focused startups 

• Tech company hub 



SiO PAULO 


• Thriving startup economy 

• Center of Tech Innovation 

• Strong investor scene 

• Bureaucracy and taxes 



DUBLIN 


• Low corporate tax rate 

• Best city lor 'Human Capital' 

• Accelerators and funding 

• Attracts top engineering talent 



AUSTIN 

• Many success stories 

• Strong tech base and talent pool 
•Top city In the US (or entrepreneurs 

• Thriving creative class 



MONTREAL 


• Rapid cultural growth 

• Cost of living IS much lower 

• Video game hub 

• Strang talent base 



BUENOS AIRES 


• Emerging startup economy 

• Strong outsourcing hub 

• Strong government support (or startups 

• Entrepreneurship is a career option 



LONDON 


• Has a funding gap that Is closing 

• Tech City Is a big success 

• Google has a major outpost there 

• Diversity influences everything 



NEW YORK 


• strong creative class and diversity 

• Incredibly strong startup ecosystem 

• Large amounts of investors 

• Top place (or women entrepreneurs 



WATERLOO (ONTARIO) 


•Mobile and tech startup hub (e.g., RIM) 

• Great talent pool and universities 

• Great corporate HQ and partners 

• Stmng connections with Silicon Valley 



PANAMA CITY 


• Hot real estate investments and tourism 

• Destination for international business 

• Easy and inexpensive to start business 

• Large ex-pal entrepreneurial community 



BERLIN 


• strong economy 

• Entrepreneurship boom 

• Funding sources are emerging 

• Great location and talent pool 
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MIDDLE EAST 


AFRICA 


ASIA 


PACIFICS 



TEL AVIV 


• Fairly established Startup Economy 

• Highest density of startups in world 

• Strong angel funding network 

• Political tensions can be an issue 



CAPETOWN 

• The 'Silicon Cape” 

• Strong Investor Community 

• Affordable, fast connectivity 

• Outsourcing and Offshoring Hub 



ABU DHABI 

• Crowdfunding major source for startups 

• Large locus on young entrepreneurs 
•Former nationals are entrepreneurs 

• Media and entertainment startups 



LAGOS, NIGERIA 


• The "Silicon Lagoon" 

• Emerging Startup Economy 

• Crowdfunding major source for startups 

• Many mobile startups 



DUBAI 


• Hot bed of entrepreneurial activity 

• Crowdfunding major source for startups 

• VC's starbng to increase their funds 

• Interest is mainly around tech startups 



JOHANNESBURG 


• Growing Investor Community 

• Media and rmancial startups 

• Coworking spaces 

• Strong Education Base 



CAIRO 


• Vibrant Startup Scene 

• Young entrepreneurs on the rise 

• Seed funding is growing 

• Bridging the entrepreneurial gap 



NAIROBI, KENYA 


• The Silicon Savanna 

• 93% of citizens use mobile phones 

• Konza Tech City 

• SSmph Accelerator with Google Alnca 



SINGAPORE 


• One of the top places to live in the world 

• Most developed startup ecosystem in Asia 

• Access to Asia for many US companies 

• Building a team Is challenging 



NEW DELHI 


• High growth in female entrepreneurs 

• Social and economic center lor startups 

• Over 2,000 investors in the area 

• City has adopted a “fail fast" mantra 



TOKYO 


• 2nd largest economy In Asia 

• Supportive educational system 

• Vibrant scene of biz. VCs, and incubators 

• Large locus on mobile, e-commerce 



SHANGHAI 


• Ecosystem for idea to follow-up funding 

• Lack of government support 

• Big problem with cloning startups 

• Incubators and accelerators emerging 



SYDNEY 

• Great quality of life 

• Strong education and talent base 

• Funding Is focused on self-funding 

• Tackle markets they know well 


AUCKLAND 

• Emerging startup economy like Boulder 

• Needs better infrastnjcture and funding 

• Startup equity is not part of startup culture 


MELBOURNE 

• One of the top startup ecosystems 

• Good and growing funding base 

• Great universities and talent pool 

• Entrepreneurs reinvest In the startups 



PERTH 


• Emerging startup culture 

• Needs more funding and talent pool 

• Coworking spaces are the hubs 

• Strong government support 
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achieve escape velocity? We pose these questions because it’s important 
to discover what lays the foundation for a successful startup community. 

As part of this discussion, we want to highlight a few frameworks in 
Startup Communities by Mr. Feld. The book reviews economic concepts like 
agglomeration economies, horizontal networks, and network effects that 
are really cool and explain much of how startup economies have formed 
over the years. Within the book, Feld covers another framework that he 
created called the Boulder Thesis. We see it as the best and most holistic ap¬ 
proach of all the frameworks. 

The Boulder Thesis is defined as follows:^ 

• Entrepreneurs must lead the startup community. 

• The leaders must have a long-term commitment. 

• The startup community must be inclusive of anyone who wants to 
participate in it. 

• The startup community must have continual activities that engage 
the entire entrepreneurial stack. 

We had a chance to chat with Brad Feld about his thesis and about Boul¬ 
der’s ecosystem. 

SEQ: Back in 1995, you decided to move to Boulder for a number of reasons 
and helped pioneer a thriving startup ecosystem. What were the first few 
elements that became the catalyst to really get things going? 

Feld: V Ve written extensively about this in my book Startup Communities. 
The essence of what drove things over the years in Boulder has been a vi¬ 
brant and engaged set of entrepreneurs who are the leaders of the Boulder 
startup community. They aren’t appointed, they just lead, just like they do 
as entrepreneurs. Over time, this group, and others, enabled a philosophy 
of “give before you get” where we all were willing to put energy into each 
other without having a pre-arranged relationship. We were willing to “give” 
without knowing what would come back to us. This wasn’t philanthropy. 
We aU expected to get a lot back, but the relationships weren’t transaction- 
ally based. 

SEQ: You created the Boulder Thesis, which has been a cornerstone for 
people creating startup communities. Has this changed? 

Feld: When I came up with the four principles of the Boulder Thesis in 
2010,1 tried to make them broad enough to be long lasting, while specific 
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enough to be actionable. They continue to be the basis for creating a 
startup community in any city. I’ve learned a lot about specific tactics 
that work and don’t work in different geographies, but fundamentally 
the Boulder Thesis feels rock solid to me. 

The Startup Ecosystem 

Looking through the lens of an ecosystem gives us the best understand¬ 
ing of a new startup economy. Doing so allows us to view the community 
holistically, as interconnected parts working together (and sometimes 
against each other). After studying cities around the world, we propose 
that eight major components power a startup ecosystem: 


1. Universities 

5. Investment/Funding 

2. Community/Events 

6. Large Companies 

3. Local/state governments 

7. Service Providers 

4. Mentors 

8. And at the center. Entrepreneurs 


While some of these components may be a little more robust than others 
from place to place, each city with a startup ecosystem has a dynamic mix 
of all eight components that you can see in Figure 2.4. 

All cities that have a startup community or are thinking of grow¬ 
ing a startup community have all of these components in some shape or 
form. There are many people in the community who are connectors and 
catalysts to help your startup be successful because it is in their interest 
and motivation to see that community thrive. As more startups come to 
a community there are more jobs for people in those startups and with 
the service providers that serve them. Startups also attract more venture 
funding and investment. The city/state tax coffers grow further support¬ 
ing the need and politically positive entrepreneurial-friendly programs. 
It shows larger companies, who might have thought of leaving or relocat¬ 
ing somewhere else, a new era of prosperity, potential acquisitions, part¬ 
nerships and pools of talent to draw from that never would have existed 
without a startup ecosystem. 

WHERE IS THE BEST STARTUP ECONOMY 
FOR YOUR BUSINESS? 

Once a startup community has momentum, how does it sustain that en¬ 
ergy and expand? At stake is the economic existence of your town, city. 



province, and region. From a global perspective, we need more than one 
Silicon Valley, because in a globalized business ecosystem, your market 
could be anyone located anywhere in the world. In fact, there are hun¬ 
dreds of startup economies around the world. You will see in Figure 2.5, 
The Global Startup Economy, that there are so many options that we 
could only take the top few in each region around the world. 

Think about it. As a startup begins, the majority of its ecosystem 
stays local. The market becomes the community, and the customers are 
the people who live there. Every entrepreneur needs an ecosystem to 
grow and flourish. With many great places to start a business, it depends 
on you and what you need in a startup community. Entrepreneurship 
face similar struggles to build something from nothing and continue to 
find support worldwide. 

Earlier in the chapter we spoke in detail about two startup econo¬ 
mies in the United States, one (Boulder) more evolved because of hard 
work over the last 20 years and one (Savannah) with the potential to 
be that if the right connectors and catalysts are able to continue their 
work. But, as you saw in Figure 2.5, The Global Startup Economy, there 
are hundreds all over the world. In our research here are some things that 
really stood out to us: 

• Montreal, Canada is a video game hub but has a rapid cultural 
growth that is challenging its past and really stirring things up 

• Panama City, Panama is an easy and inexpensive location to start a 
business, with many ex-pats starting companies 

• Barcelona, Spain is one of the most wired “smart cities” in the world 
and its great work-life balance culture it has attracted a large app and 
tech startup scene 

• Cairo, Eg5^t, emerging from the Arab Spring, has a vibrant start 
up scene leveraging its youth-majority population to transform the 
country 

• Lagos, Nigeria is known as the “Silicon Lagoon.” It has a large mobile 
startup scene and leverages crowdfunding as a major source of fund¬ 
ing for startups 

• Auckland, New Zealand has an emerging startup economy like Boul¬ 
der, Colorado. Equity is not part of the culture but that is changing 


Let’s highlight and dive a little deeper on two in particular—Santiago, 
Chile and Palestine. 


Two Global Emerging Startup Economies— 

Santiago and Palestine 

Santiago, Chile is an entrepreneurial hub flourishing and on the verge 
of becoming the entrepreneurship and innovation hub of Latin Amer¬ 
ica. With a population of over 6 million, entrepreneurs are able to find 
opportunities there due to the lack of bureaucracy in this small country. 
To differentiate itself from other startup hubs in the world, it created 
“Start-Up Chile” with a final goal of creating a $1B company and global¬ 
izing the Chilean entrepreneurship culture. 1000 companies who are in 
or went through its 24 week program get $40,000 in equity-free funding 
and a 1 year temporary visa, along with the coaching, development and 
mentoring they would get in other programs. 

Another budding ecosystem is in Palestine. Many people know of Is¬ 
rael’s startup scene, but, in addition to that more mature startup scene, 
there are a number of connectors and catalysts working to create a new 
future for Palestine and its citizens. Most of the Palestinian startup ac¬ 
tivity is within the city of Ramallah including events like Startup Week¬ 
end and accelerators like FastForward and the BADER ICT incubator and 
ICT HUB led by connectors like Salah Amleh. There are startup spaces 
to host hackathons and educational events, and the community relies 
on one another to build their global go-tomarket strategies. Also, there 
are many who are part of the Palestinian Diaspora who have returned 
from being abroad to do their startup in the region. This is a testament 
to the power that startups and entrepreneurship can have to bridge di¬ 
vides and create communities of the future that could change the world 
for the better. 

With all of the startup economies, when you really think about it, 
the world is one big startup ecosystem. It is about people helping people 
and about creating and being the change they wish to see in the world. 
So we encourage you to explore and investigate these amazing startup 
economies around the world so you can find the best place for you to take 
your first step as an entrepreneur. 
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The best way to predict the future is to create it. 
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The Six Forces of Change 


T he world is changing more rapidly than many people can keep up. 
As you huild your startup, shifting macroeconomic trends will he 
extremely important to you. We call these the Six Forces of Change. 

FORCE #1: THE ANYWHERE, 

LIQUID WORKFORCE 

Globalization, technology, and economic influences all contribute to 
ever more rapid change. These and other factors are changing the way 
we work. The jobs being automated are the stable; well-paying jobs that 
workers expected would last until retirement. If you can define a job, 
you can probably outline it enough to outsource the job, either to a 
lower-wage worker elsewhere or to a computer. Instead of fearing this 
change, see it as a motivator. If you want to control your career, don’t sit 
on your butt and become complacent. It will also mean a new model for 
hiring a large portion of your future workforce. 


The Move Toward Talent Clouds and 
Corporate Crowdsourcing 

IBM pioneered the liquid workforce with their Liquid Challenge pro¬ 
gram. It set an ambitious goal: to transition 8,000 of 20,000 full-time 
jobs in Germany to freelance positions. The Liquid Challenge encouraged 
IBM project managers to outsource project design and programming to 
the IBM talent network (i.e., IBM Liquid Players). In this model, “teams 
are formed around individual client needs, and when those needs are sat¬ 
isfied, the team is dispersed.” 

Distilled to its pure essence. Liquid Challenge and other programs 
like it are about separating and assigning tasks. As the trend continues, 
companies will face the challenge of figuring out how to separate tasks 
and use platforms to create their own liquid workforce. 

Startups have plenty of opportunities to leverage this liquid work¬ 
force. By having a startup team source specialist skills when they’re 
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needed, they can have that 
talent on demand for a 
limited time. When those 
in the talent cloud have 
more experience in differ¬ 
ent environments, they 
tend to have a broader under¬ 
standing of the issues. Given 
the fast pace of the startup 
environment, this specialized 
talent can help trigger more 
innovation. 

Someone who knows a lot about the Liquid Workforce is digital an¬ 
thropologist and author, Brian Solis. We had an opportunity to chat with 
him about where he saw this trend going and what it means for entre¬ 
preneurs. 


m 

Anyu/here 
Liquid 
Workforce 


SEQ: You've previously mentioned the Liquid Workforce and Liquid Work¬ 
places. How much time have you spent on this concept? 

Solis: This is a powerful concept. This is what changes the nature of busi¬ 
ness. You have fluid workforces. You have fluid work locations. You have 
fluid hours. You still have traditional models that are governing all of 
these new trends and new behaviors that need to collapse in order to 
really capitalize on these trends. You have a revolution, you have a need, 
but nothing is really going to change unless things happen from the top 
down. 

What we have to understand is that when people And out about the 
liquid workforce or entrepreneurialism, they often mean different things 
to different people simply because of the nature or the culture of the or¬ 
ganization. That’s okay. 

It’s really our job to figure out from a leadership perspective what 
are we really trying to do? What are we trying to solve? The challenge for 
the liquid workforce is that it’s based on an old model. You create what’s 
essentially a matrix organization. You borrow people for a period of time 
and then they move back. 
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It’s all very dramatic but it’s all very true and that comes back to the 
connected customer: people who live a digital lifestyle feel more empow¬ 
ered. As a result of being more empowered, they’re more demanding, and 
as a result of being more demanding, they’re impatient. They expect the 
world to absorb everything they do, say, share, and support and match 
these new values. 

That means that whether it’s an enterprise or whether it’s a startup, 
you have to not only understand what’s going on. You have to have the 
authority to design against it and execute against it and sell against it. 
That all comes down to a key word that I actually believe is the essence, 
the soul, of the future of all business and that’s empathy. Empathy to me 
is one of the most powerful things that we can feel in order to feel some¬ 
thing different, because many people live in a world where you’ve got the 
stakeholders, shareholders, investors, and employees, but you miss the 
human aspect of this, and why you did this in the first place, and why it’s 
important. 


Opportunities for Entrepreneurs 

1. Work through organizational structures to prevent competitive 
silos. 

2. Create a leadership lattice so those who work for your startup have 
the ability to learn a variety of skills and grow with your business. 

3. Explore talent clouds for staffing instant experts in your startup. 

FORCE #2; THE NEW WORK ORDER—CONNECTED, 
COLLABORATIVE, CREATIVE 

During the first Industrial Revolution, workers shifted from farms to fac¬ 
tories. In today’s startup-rich environment, we find ourselves in the mid¬ 
dle of a comparable transformation. Just as workers left the plow for the 
assembly line, they’re now leaving the cubicle for the coffee shop. We’re 
moving toward an economy where the majority of workers will be free¬ 
lancers, creating a new work order. As an entrepreneur, you could be one 
of these people or you could be leveraging this force to power your startup. 



The Rise of the Independent 
Workforce 
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Everywhere you look, the global f' 
workforce is undergoing a mas- X 

sive change. We don’t work at v_ 4 

the same company for twenty-five 
years, hoping at the end for a re¬ 
tirement party and a gold watch. We 
also can’t expect the benefits and security 
previously associated with full-time employ¬ 
ment. Today, careers require juggling multiple clients and projects, while 
also learning marketing and accounting. 

How we work is changing, and it requires crafting a lifelong, portfolio 
career. We’re scaling a lattice, not climbing a ladder. Yes, freelancing isn’t 
new, but today’s talent also comes with cheap, readily available transfor¬ 
mational tools and technologies. It’s a world powered by ideas, enthusi¬ 
asm, and collaboration. Coworking spaces, meet-ups, and hack days are 
the new catalysts of innovation. For the first time, we see the possibility 
of a real ecosystem of talent networks operating at a viable scale.^ 


The Age of Coworking: Redefining the Workplace 

More than 110,000 people currently work in one of the nearly 2,500 co¬ 
working spaces available worldwide.^ As coworking spreads worldwide, it 
attracts creative entrepreneurs and freelancers from a wide spectrum of 
vocations. Designers, developers, writers, photographers, lawyers, hack¬ 
ers, and even startup founders come together in shared spaces that offer 
the practical benefits of a traditional office without clinging to the stan¬ 
dard cubicle and a nine-to-five mindset. Far from the utilitarian consid¬ 
eration of lower costs—everything from rent and printing to coffee and 
the Internet is cheaper when shared—these hubs offer a unique environ¬ 
ment for what we like to call creative restlessness. Leveraging a cowork¬ 
ing space can change things for an entrepreneur. 

Alex Hillman, co-founder of IndyHall in Philadelphia, was a pioneer 
of the early coworking movement and likes to call coworking “community 


with a purpose.” Back in 2007, he and his business partner raised money 
from the community to build a place in Philadelphia where people 
wanted to work. Their space, IndyHall, became an example of what a 
community can do when it comes together for a reason. Thirty people 
signed up for a space before it opened officially. We had a chance to chat 
with him about his experience growing this community. 

SEQ: What is your philosophy on the power of coworking and its impact on 
a local community and its startup economy? 

Hillman: When coworking is done with community in mind—and the 
experience focuses on how people connect with each other and build 
trust rather than just sharing desks—coworking can transform a local 
community. Because here’s the thing: We’re not creating a replacement 
for the cubicle that entrepreneurs have run so far away from. Battling 
against the cubicle is a reflection of our times and a valiant effort for sure. 

SEQ: How does coworking impact/form a startup's culture, and what should 
a startup look for if they are considering coworking? 

Hillman: Coworking can be great for startups, but startups are terrible for 
the other people in coworking spaces. Everyone comes for the opportu¬ 
nity to be around and interact with other people, otherwise they’d just 
work from home. 


Opportunities for Entrepreneurs 

1. Utilize coworking spaces to launch your business. 

2. Connect with talent when you need it to support your new venture. 

3. Turn creative restlessness into a collaborative environment. 


FORCE #3; THE CONNECTED AND 
ENGAGED CUSTOMER 


Customers develop an emotional bond or attachment through ongo¬ 
ing interactions that hopefully lead to satisfaction, loyalty, and engage¬ 
ment. When customers engage with an organization, they’re more likely 
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to feel passionate and connected to 
its products and services. An en¬ 
gaged customer will also feel 
aligned with the purpose 
and direction of the orga¬ 
nization, creating a pow¬ 
erful connection, but one 
that must be maintained 
over time. 
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Atoms are the New Bits in the Long 
Tail and App Economy 


Kevin Kelly talks about the engaged customer in terms of the 1,000 fans 
concept. He suggests that if you have 1,000 dedicated fans who bought 
everything you produced, that model beats trying for a one-time sale to 
100,000 people. Writers and musicians with small but solid fan bases 
prove his point. In his bestselling book. The Long Tail: Why the Future of 
Business is Selling Less of More, Chris Anderson, CEO of 3D Robotics and 
formerly WIRED’s editor-in-chief, writes about the transformation of in¬ 
dustries using digital technologies designed to avoid wasting time on the 
big customer targets and instead aimed at leveraging small, dedicated 
customer groups. Not only can you make a living, but it’s possible to do 
very well here. 

Entrepreneurs need to recognize the ongoing role of digital to help 
disrupt business models that have existed for decades. We’ve already seen 
the democratization of business sectors like music, publishing, broadcast¬ 
ing, and communications. More disruption will come, and we’re watching 
transformation happen through mobile devices and apps. Apple, Google, 
and Microsoft offer hundreds of thousands of apps for their mobile plat¬ 
forms to meet a need, help accomplish a goal, or just entertain you. Entre¬ 
preneurs may make money building apps and mobile web interfaces, but 
they’re also creating businesses of all shapes and sizes that leverage these 
platforms to reach customers and support engagement. 


Gamification: Beyond Quests and Badges 

Years before the concept of gamification emerged, people used gaming 
principles to achieve all sorts of goals. For example, as a child you if you 
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were a Boy Scout or a Girl Scout you could earn badges for demonstrating 
skills and completing projects. Little did we know that we were respond¬ 
ing to an early form of gamification to gain our loyalty and dedication. 

Another example are loyalty programs like frequent flyer programs 
that reward interaction with tangible benefits, such as coupons or other 
perks. In a way, school and work can be viewed as a sequence of chal¬ 
lenges with a badge awarded at the end in the form of a diploma, a job 
promotion, or a year-end financial bonus.^ The benefit to entrepreneurs 
is that gamification is a powerful tool for creating an engaging experi¬ 
ence, leveraging the need to achieve, and driving meaningful engage¬ 
ment of their brand. 

The Growing Power of the Crowd 

Most of us are familiar with the concept of crowdsourcing. We see it in 
sites like Wikipedia, Quirky, and 99Designs where the talent of many is 
leveraged to bring the best and most innovative ideas to the forefront, 
with the crowd voting by mouse click. The concept originated in the 
seminal book The Clue Train Manifesto. Written in collaboration by four 
authors, it postulates that an organization’s boundaries have become po¬ 
rous. It’s led to an acceleration of emergent and smart markets that in 
many cases outpace the adaptive capacity of organizations. As a result, 
crowdsourcing evolved to meet that need. 

Opportunities for Entrepreneurs 

1. Leverage the concept of 1,000 fans to build your audience. 

2. Utilize mobile apps as the gateway to your user’s behavior. 

3. Entrepreneurs should build on proven gamification principles to 
enhance customer loyalty and engagement. 

4. Leverage crowdsourcing and crowdfunding as a way to validate your 
ideas and engage paying customers as your first beta testers. 

FORCE #4: THE ERA OF THE MAKER 

Chris Anderson^ has also talked about “the massive increase in the range 
of both participation and participants in everything digital—the long 
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tail of bits.” In one sentence, he boldly 
summarizes the history of two 
decades. “If the last 10 years 
have heen about discovering 
post-institutional social 
models on the Web, then 
the next 10 years will be 
about applying then to the 
real world.” We see the same 
thing happening to manufac¬ 
turing, the long tail of things, if you will. 
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The Era of the Maker and Digital Manufacturing 

Ironically, the use of technologies like 3D printing blends the service and 
manufacturing sectors of an economy in a way that no one could foresee. 
While the star of this maker movement is the consumer 3D printer, the 
building momentum of digital manufacturing represents the real revolu¬ 
tion. We’re seeing an overall digitization of manufacturing (e.g., CNC mill¬ 
ing and factory floor automation). This also involves leveraging software 
concepts such as automation, abstraction, and standards, giving home 
hobbyists or makers the ability to create solutions to real-world problems 
and create a whole new sector of entrepreneurial opportunities. 

Right now, 3D is cool, but it’s in the process of going digital as new 
models of distributed manufacturing begin to take hold. Many critics 
of this model believe it’s responsible for bringing down the minimum 
viable economies of scale (i.e., the smallest amount that someone can 
efficiently produce something). However, we also see people develop¬ 
ing prototypes at home or in hackerspaces like TechShop, Lowell Makes 
or Artisan’s Asylum. This technology allows people to iterate faster and 
improve their results with each round. In the future, we see connected 
networks of MakerNets that accelerate local production on a global, con¬ 
nected scale to power the new industrial revolution. 

We had an opportunity to chat with Kamal Jain of Lowell Makes 
about this shifting force. Here is what he had to say: 

SEQ: What impact do you think Makerspaces will have? 


Jain: I think the thing with Makerspaces is the keyword make. One of the 
big trends is this whole concept of entrepreneurship or micropreneur- 
ship. When you’re doing entrepreneurship, you’re creating a business or 
you’re creating business activity and you’re then creating economic ac¬ 
tivity, and that idea manifests itself in terms of dollars or jobs. That’s the 
big thing. A lot of the reason for that is because we’ve seen repeated cy¬ 
cles of people going to work for large, capital-intensive operations. Low¬ 
ell is a perfect example. 

The Maker Movement is about taking down the barriers to creating 
your own business, your own products, your own services, and your own 
art and crafts, whether it’s for play or for profit. It’s about helping people 
make things from the tangible to the intangible. 

SEQ: What do you feel is the impact of Makerspaces on the arts and on a 
startup economy in a local town? 

Jain: I think it’s a long-term impact. It’s going to be phenomenal. I think 
the nearer term impact is one of social empowerment and change. What 
happens is you get folks, especially young folks, kids, maybe school- 
aged kids, grade school or slightly older, who may come from a highly 
disadvantaged socio-economic position and they are just constantly 
bombarded with things in life, directly and indirectly reminding them 
of how poor they are and how inferior their life is and how dim their 
chances are. 

For many of them, they think, “Well, if I just go to college, that will 
solve the problem.” Admittedly, college is great for a lot of people but it’s 
not for everyone. When you bring these kids in, 8,10,12 years old into 
an environment, they realize that they can do something that very few 
people in the world can do. 

It is so empowering for people to do something as simple as writ¬ 
ing a little script that makes something happen or placing some wires 
together and making something happen or fixing something or modify¬ 
ing something and doing things with their hands and just blowing away 
the people around them. They’d go, “Wait a minute. You’re this poor kid, 
this 12-years-old and you could get what?” That’s really, really a big part 
of that and that feeds into the confidence building of economic develop¬ 
ment, which is the real question, and that kind of similar impact. These 
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GENERATION X 
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folks are going to be more inclined to start small businesses either as 
their full time thing or on the side to try to create their own job, to live 
their own dream job, and what winds up happening is you create a much 
more diverse, resilient ecosystem. 


Small-Batch Businesses 

Coinciding with the physical nature of MakerNets and digital manufac¬ 
turing, people are more focused on the smaller volume, valuable produc¬ 
tion of things with higher quality. The phrase that seems to resonate in 
today’s entrepreneur landscape is small batch. 

When you hear that phrase, you might think hourbon or ice cream. 
It definitely applies to small quantities of high-quality products. You can 
also use terms like bespoke or craft or artisan, but they all refer to the 
same thing—this idea of a company or an individual producing limited 
amounts of high-quality products for a specific audience. People used 
to describe it as a boutique business or a mom-and-pop shop, but the 
ground has shifted. 


Opportunities for Entrepreneurs 

1. Utilize hackerspaces and 3D technology to develop physical proto¬ 
types quickly. 

2. Leverage digital manufacturing supply chains to scale rapidly. 

3. Explore how your startup might offer customers a small-hatch 
experience. 


FORCE #5: THE SHARING ECONOMY 

The shift from an ownership economy to a sharing economy represents 
one of the most important movements of this decade. Rachel Botsman 
captured this concept eloquently in her hook What’s Yours Is Mine. In it, 
she describes the idea of “collaborative consumption.” In this collabora¬ 
tive consumption world, people will share things with each other, and, in 
the process, create new economies. You may have heard of companies like 
AirBnB (short-term rentals), Uber (car service), or LiquidSpace (work¬ 
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Force ^5 

The Sharing 
Economy 


spaces). Decentralizing resources en¬ 
ables us to have more by owning 
less, or as Kevin Kelly 
describes it, “Access 
trumps possession.”^ 

Sharing remains a 
basic part of human life, 
and the sharing econ¬ 
omy reminds us of learning 
as kids to share things with 
our siblings. Over time, this 
attitude of sharing became a 
key part of our lives. It’s become apparent wcrwwi 

that while we may have “stuff,” we don’t use it one 

hundred percent of the time. In fact, many studies in cities all over the 
world confirm that cars sit for 95 percent of the time. That opens 
the door to some great opportunities for people who are looking to maxi¬ 
mize their asset, while earning a little extra income on the side. 

Someone who knows a lot about the sharing economy is Jeremiah 
Owyang. Jeremiah’s career goal has been to help large corporations con¬ 
nect to their customers using their technologies. We had an opportunity 
to chat with him about where the sharing economy is headed. 



SEQ: What is the mission of Crowd Companies? 


Owyang: There’s three things. There’s the market, there’s the mission and 
then there’s the value. The market is the collaborative economy. This is 
just like social media: people create media, and then they share it with 
their peers. 


SEQ: You're setting a whole new course, a new industriai revoiution. 

Owyang: That’s absolutely right. It means that the crowd has become like 
a company. Fund, build, and share what they have and supply chain each 
other and avoid corporations if they want to. 

They bypass inefficient corporations. That’s the movement, the col¬ 
laborative economy. The average funding this year of those startups, I 
just tallied it up this morning, the average funding is $100 million per 
start up. 




THE MAKER MAP 


Figure 3.8 


In this era of the maker we are witnessing 
the birth of a new industrial revolution. At 
the center of this are the makers and the 
manufactunng capabilities available today. 
We have Identified six ways they are able to 
create new industries like artisan networks, 
citizen R&O and personal fabrication. To put 
the era of the maker front and center, below 
are six drivers that show how this is possible. 
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Makerspaces offer a 
flexible locab’on with tools 
and equipment for rapid 
prototyping and building. 


Makers collaborate with 
their communities to 
develop. Ideate, and gain 
Insights on their work. 


The nature of ownership is 
changing with the advent of 
beta development that 
allows others to help tweak 
and improve products. 


Makers and creating 
collaborative, local and 
regional networks where 
they can come together to 
share and showcase Ideas. 


Online marketspaces are 
offering new places for the 
retail of products and 
services over large retailers. 


With the help of desktop 
design and production 
software, access to being 
able to create is rapidly 
becoming democratize. 


6 LEADING DRIVERS 


Platforms for Social 
Ability 

Beyond the social networks 
for pictures of cats and your 
aunt's new sweaters, there 
are hubs of collaboration 
and problem solving that 
can leverage the wisdom of 
crowds that are powerful 
and wise. 


Eco-Motivation 

This is not about tree 
hugging or saving the world. 
It is about a new mantra of 
technology obsolescence • 
reduce, reuse, remake. It is 
green and It Is cutting edge. 


Rise of the Professional 
Amateur 

Passionate hobbyists have 
blurred the lines between 
who is an amateur and who 
Is a professional. These 
people are active creators 
whose dedication and results 
blow many 'experts’ and big 
companies out of the water. 


Access to Tools 

Think Moore's Law for 
Manufacturing - Cost of 
tools decreases and 
capabilities increase 
exponenbally reducing 
the barriers of entry lor 
new makers to jump 
into the mix. 


Open Source Everything 

Making software free and open 
to customization provides a 
gateway for Innovation and 
businesses to be built on top of 
the very thing the original 
company gave away - see 
Linux and Wordpress as recent 
examples. And when we mean 
free, think free speech, not 
free beer. 


Quest for Authenticity 

Being virtual Is limiting and 
people long for the ability to 
do physical, hands-on 
creating. These experiences 
are in reality and that is 
where the action is. 


• Data Sources: The Future of Making 
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The people that you used to call customers are now competitors. It’s 
like in social media. The people called the audience, they’re now the me¬ 
dia creators and producers and editors. 

SEQ: There are so many startups that are members of this movement. 
Where do you see opportunities? 

Owyang: There’s three major business opportunities. The first one is re¬ 
sponding to this trend. People don’t need to own things now. They just 
need access to them. Now with Uber, you don’t need to own a town car 
and a chauffeur, right? 

Push a button, a car comes. It’s access over ownership. As a result, 
we’re seeing companies shift their business model. In San Francisco, 
BMW now rents their 1 series electric cars from their dealership lots. 
That’s the first business model. Instead of buying, corporations are going 
to rent products on demand. 

The second one is called the Marketplace Model. We see market¬ 
places emerging for just about everything. This also means people are go¬ 
ing to sell their used goods to each other with mobile devices. It’s easier 
sometime than buying new. 

The third model is called Provide a Platform. Provide a Platform, 
just like a software company has a platform with APIs, that let’s people 
launch new products without worrying about the infrastructure. 

SEQ: There's no way to be perfect, like a crystal ball, but what is the trajec¬ 
tory of this? 

Owyang: People need to own fewer things. It means you can summon 
them quickly using mobile devices. It also means we are more efficient 
with resources, and things are used more frequently. It also means that 
you can’t tell the difference in a corporate perspective between employ¬ 
ees and customers. They’re going to be involved in delivering your goods. 
The freelancer economy, which you’re looking at, is directly tied to this 
because people are empowered. 


The Opportunities in the Sharing Economy 

For communities that have established trust, sharing comes naturally. 
During her famous TED Talk, collaboration expert Rachel Botsman 
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Stated the obvious, but incredibly important, point that “the currency in 
this new sharing economy is trust.” However, even as many companies 
focus on the sharing of physical objects, they may still overlook the shar¬ 
ing opportunities of physical and digital spaces. 

Take a look at the New Opportunities for Sharing infographic in 
Figure 3.10. The greatest opportunities currently exist in transportation 
(e.g., car sharing), infrequent-use items (e.g., sporting goods), and phys¬ 
ical spaces (e.g., coworking and short-term rental). 


The currency in this new sharing economy is trust. 

—Rachel Botsman 

Opportunities for Entrepreneurs 

1. Research services in the sharing economy to accelerate your startup 
while keeping costs low. 

2. If you’re looking to create a business that builds on the sharing 
economy, explore the opportunities on the New Opportunities for 
Sharing infographic (Figure 3.10). 

3. Understand the dimensions of sharing and the market forces and 
drivers that power the sharing economy. 

FORCE #6: THE NEW CREATIVE ECONOMY 

Though you may not consider yourself creative, you may be one of the 
millions representing the creative economy. The creative economy spans 
a wide and cross-functional section of life. Some industries include per¬ 
forming and visual arts, cultural heritage, film, television, and radio, mu¬ 
sic, publishing, video games, new media, architecture, design, fashion, 
and advertising. The creative economy isn’t new, but how governments 
view its economic potential has changed much over the past 15 years. It 
also helps that technological advancements have increased the number 
of potential jobs within this multi-sector economy. 

The creative economy and its associated industries now represent a 
significant proportion of many countries’ GDPs.® Both national and local 
economies globally recognize the importance of the creative economy.^ 





Force 

The Neu/ 
Creative 
Economy 
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As the future of work changes 
from an industrial economy to 
a fluid, creative, and 
knowledge-hased 
one, more economies 
are preparing workers 
for a digital future based 
on creativity and a collab¬ 
orative brain trust. 

Ontario, Canada, pro¬ 
vides a fantastic example of the 

creative economy at work. During the first decade of this millennium, 
the creative economy emerged as a growing source of GDP for Ontario. 
According to Ontario’s Ministry of Tourism, Culture, and Sport, the cre¬ 
ative industries in Ontario generate $12.2 billion in GDP for Ontario’s 
economy annually and are number one in Canada by GDP. The creative 
industry GDP is now larger than Ontario’s energy industry and ap¬ 
proaches seventy percent of the auto manufacturing sector. It already 
surpasses the GDPs of agriculture, forestry, and mining combined.® 

The creative economy contributes to Ontario’s economic, social, and 
cultural well-being, and it’s on track to grow at a significant pace over the 
next decade. The Canadian creative industries are forecast to grow at 
the same steady rate as the rest of the world. 


Opportunities for Entrepreneurs 

1. Find your niche in the creative economy. 

2. Utilize any funding allocation to the growth of creative industries. 

3. Focus on the customizable product or service, instead of 
mass production. 

Someone Ja-Nae works closely with in the creative economy sector 
of Massachusetts is its Director of Creative Industries, Helena Fruscio. 
This is what she had to say about the sector and its opportunities for 
entrepreneurs: 

SEQ: Where do you see the creative economy going in relation to entre¬ 
preneurship? 


Fruscio: It’s funny to me that when you talk to creative people in the cre¬ 
ative industries and you say, “Well, you’re an entrepreneur,” because 
it’s not the first way they would describe themselves. Once you start to 
dig into what they are actually doing and what entrepreneurship really 
means as an action not as the description, that’s exactly what all of these 
creative industries, businesses, organizations and individuals are. They 
are problem solving. They’re growing businesses. 

SEQ: When you think about how the creative economy has influenced Mas¬ 
sachusetts, where do you see that influence going over the next five to ten 
years? 

Fruscio: I work in an economic development office, and one of the things 
we’ve been thinking about is how to get the creative industries involved 
in all industries. I always talk about manufacturing: imagine wearing a 
shoe that wasn’t designed. 

The creative industries are in a lot of ways making those pieces that 
are then manufactured, but they’re really giving that spin to whatever 
is being made that gives it competitive advantage. I think the more we 
can involve the creative industries across industries in our economy, the 
more successful we’ll be. 

SEQ: If there are creative entrepreneurs out there that don't already have 
an ecosystem built, what can they do to start that? 

Fruscio: You have to start thinking about how do you make those ties 
when you might not see everyone everyday, especially if they’re an hour 
and a half, two hours away. How do you really do that? We try to really 
leverage technology and I know it is sounds silly, but just using Facebook 
taking pictures at events and tagging people and then having people be 
friends with people on social media, it helps. 

We always use the joke that you just couldn’t walk into a bar on a 
random Tuesday and think it would be full. You have to be very inten¬ 
tional about that. We created something called “The List” where you could 
send out, “I’m having a barbecue” or “We’re going to this restaurant” so 
that people could come and see what was happening. It’s a different way 
of approaching it and I think you have to be a little more intentional, 
but I guarantee you that there are like-minded people somewhere 
in your community. If you have to get in your car and drive a little bit, 
that just might be what you have to do. 


THE SIX FORCES OF CHANGE 


33 




t maker movement^ 


cniigslis^ 


J/ 

/ Ajck 

^Getoround 


SDriveNi 


Collaborative Economy 
Honeycomb Version 1.0 

The Collaboralive Economy enables people to 
effidentty get what they need from each other. 
Similarly, In nature, honeycombs are resilient 
structures that efficiently enable many individuals 
to access, share, and grow resources among a 
common group. 


In this visual representation, this 
economy is organized into 
discrete families, sub-classes, 
and example companies. To 
access the full directory of 90QO-f 
companies visit the Mesh Index, 
at meshing.it/companies 
managed by Mesh Labs. 
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THE NEW OPPORTUNITIES FOR SHARING 




MARKET SATURATION 


% currently sharing through a service or (^ni 2 ed community 


PARTICIPANTS’ IDEAS FOR NEW SHARING MODELS 


Knowledge (multilateral sharing) 

Skills and Services (micro-funding) 

Material Items (multilateral bartering) 

Composite Model 


"Community college 2.0: provide some sort 
of structure that lets people let other people 
know what they know and what they want to 
learn. If you can get enough people 
together, everyone is both student and 
teacher." 

-Male study paiticipanl. 29. Salt Lake City. UT 


"... a sort of bounty hunting service for open 
source projects, where people in need would 
invest into certain features/fixes with (smaller 
amounts of) money. Bounties would 
therefore accumulate and developers would 
profit by providing solutions." 

-Male study participant. 24, Ljubljana. Skwenia 


"... person A needs something that person 
B has, and person B needs something that 
person C has, and person C needs 
something that person A has—except that 
this senrice would be free, completely based 
on bartering." 

-Female study participant 56. Ithaca. NY 


"I’ll walk your dog while you're away: you water my 
plants; I'll give you baby toys I don't need 
anymore; you loan me your lawn mower. I think 
this kind of interaction is part of community ties 
and support networks that used to develop 
naturally and spontaneously and need some 
encouragement now." 

-Female study participant, 56, tttiaca, NY 


Figure 3.10 
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Cultural Sites 

Archeological sites, 
museums, libraries, 
exhibitions, etc. 


HERITAGE 


Visual Arts 

Painting, sculpture, 
photography, and 
antiques 


Performing Arts 

Live music, theatre 
dance, opera, circus, 
puppetry, etc 


Publishing and 
Printed Media 
Books, press, and other 
oubiications 


Audiovisuals 

Film, television, radio, 
other broadcasting 


New Media 

Sottware, video games, 
digitized creative 
content 


Creative Services 

Architectural, advertising 
creative R&D, cultural, 
and rBcreahonal 


Design 

Interior, graphic, lasruun, 
lewellery, and toys 


FUNCTIONAL 

CREATIONS 



APPLYING THE SIX FORCES 
TO YOUR STARTUP 


Awareness of these powerful forces of change is not enough. Established 
companies are notoriously had at finding new ways to take advantage, 
partly because they are so busy managing the day-to-day business. The 
key is to make these forces come to life for you and your colleagues, and 
then use them in your startup disrupt. 

Use the questions below to jumpstart your discussions. Look for 
ways to unlock new business value from the Six Forces—and avoid being 
late to the game. 

• Regarding the Six Forces: What ways can we leverage these emerg¬ 
ing forces that we’re not capturing now? Can we deliver this as part of 
our capabilities? 

• Brainstorm: What possible new uses for the Six Forces might we be 
missing that could benefit our customers? Try to come up with at 
least 10 additional wacky and far-fetched possibilities that your orga¬ 
nization might pursue. Have fun. 


• Ask: What do we need to change (stop doing, sell off, close down, 
abandon, etc.) in light of these forces? 

• Consider: What do we need to start embracing (consider, purchase, 
investigate and research, etc.) to capitalize upon each of the Six 
Forces? 

• How do we need to position ourselves differently in our markets? 

• What new capabilities or services might we start offering custom¬ 
ers (internal and external) to ride these tidal waves of change? 

• Which of the six have the most promise/potential for our organi¬ 
zation and why? 

• What startups should we consider purchasing to jumpstart our em¬ 
brace of the Six Forces? 

• How can we innovate to take full advantage of these driving forces 
of technological and social change? 

The Six Forces of Change will create new winners and take out lag¬ 
gards faster than ever before. The discoveries and innovations you de¬ 
velop in response to these trends could change your game, but only if you 
seize the day. 
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Your time is limited, so don’t waste it living someone else’s life. 

—Steve Jobs 
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The Startup Equation 


THE EQUATION STRUCTURE 

Many books try to get you to subscribe to how they think you should 
start and grow your business. We know that one size doesn’t fit all. Just 
like you, your business has its own personality. However, we believe that 
it’s possible to craft an equation that fits your business perfectly, no mat¬ 
ter what type of business you plan to start. Whether it’s a SaaS platform 
or a food truck, there are specific modules or “elements” that every busi¬ 
ness will have in them. But those elements might look slightly different 
depending on the type of business. The Startup Equation allows you to 
plug in the elements that are the most relevant to who you are as an en¬ 
trepreneur, the type of business you’re looking to start, and how you’re 
looking to grow it, if at all. 


It’s also important to know that even as you grow and change, so 
will your business. What may work for your business in the first two 
years may not be relevant in year three. By adopting the equation that 
matches your business, you’ll have an adaptable structure that supports 
you every step of the way. 

To make the equation easier to understand, we’ve broken it into 
three parts: 

1. Building the Foundation 

2. Crafting the Experience 

3. Growing the Dream 

Each section has elements that are vital to every business. Let’s get 
started by breaking down the sections. 
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BUILDING THE FOUNDATION 


Before you can build a business, you need to lay your foundation. You will 
note that in this group of equation functions are three primary func¬ 
tions— Entrepreneur (En), Idea (Id) and Solution (So). These next few 
chapters will dive deep into this part of the equation and their respec¬ 
tive elements with the aim of showing you what elements might work 
for you so you can build the foundation of a custom Startup Equation 
that works for you. 


Foundational Equation Functions 

We start with this section of the equation because in order to launch 
your startup, you first you need to understand who you are, what skills 
you bring to the table and why you want to start a business (Entrepre¬ 
neur (En)). Then you multiply that times the concept or vision you have 
for the business (Idea (Id)). Together they are combined and applied to 
how you will actually build your startup (Solution (So)). 

They each have two sub-groupings that contain the elements for 
that function of the equation. The first equation function. Entrepreneur 
(En), helps you understand what Personality Type fits you and the Ap¬ 
proach you take to it. After getting a feel for yourself as an entrepreneur, 
you will explore the Idea (Id) for your startup through the various Core 
elements and refine them with Generation elements. This will lead to de¬ 
fining the Solution (So) that includes the Business Model elements and 
the Approach elements to build a minimum viable product and refine 
how your startup will position itself to maximize its chances for success. 


CRAFTING THE EQUATIDN 


Now that you have begun to build the foundation, you must craft an amaz¬ 
ing experience. You will note that in this group of equation functions 
are four primary functions— Customer Experience (Ce), Team (Te), 
Culture (Cu) and Brand (Br) . We wiU explore how it is not only important 
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to build a product and put it out there but also to craft an experience 
within the company and the way customers perceive and experience the 
company too. 


Crafting the Equation Functions 

A business is only as good as the experience. This rule applies to both em¬ 
ployees and customers. We look to this section of the equation to find 
the answers that will help you dig in and craft the experience that you 
want people to have when they choose your business. First, look inward 
to find who should be part of the startup’s Core and Extended Team (Te) 
and then explore ways to build company Culture (Cu) through various 
Core and Additive elements. Then we explore what makes a great Cus¬ 
tomer Experience (Ce) through first covering the various Programs and 
Testing elements. All of this is multiplied or rather amplified by building 
a stellar Brand (Br) experience leveraging the Identity and Senses that 
communicate the experience that customer and employee should expect 
from the company. 


GRDWING THE DREAM 

Once you have worked on building the foundation and crafting the expe¬ 
rience of your startup, what comes next? The next and what many would 
consider the toughest phase isgrowingyour dream beyond you and your ini¬ 
tial startup phase. For some this could entail automating things better 
so your lifestyle business can run smoothly while you take some much 
needed vacation. For others it will be about taking those early adopters 
of your great product and the team that helped get you there to that bil¬ 
lion dollar exit you have always dreamed about. 

You will note that in this group of equation functions are six primary 
functions— Funding (Fn), Marketing (Ma), Sales (Sa), Scaling (Sc), 
Innovation (In) andX-Factors (Xf). These next few chapters explore 
how startups grow, scale and innovate as well explore using the intan¬ 
gible “X-Factors” that power the entire equation and truly are those ele¬ 
ments that can’t be created but must exist in some way for a startup to 
achieve success. 



Growing Equation Functions 

A successful business only has value if you can go away from it for a lit¬ 
tle while and it runs without you. We look to this section of the equa¬ 
tion to find the answers that will help you grow and scale your startup 
to the height of success and maintain that momentum. First, we explore 
the Core and Model Funding (Fn) elements that are available to start¬ 
ups based on their goals and size. We then look to more operational func¬ 
tions with Marketing (Ma) Programs and Channels to attract customers 
as well as the Sales (Sa) Channels and Campaigns to close and retain 
them. Those elements are then multiplied by Core and Measurement 
Scaling (Sc) elements which all are in turn multiplied by the Method and 
Engine elements to drive continuous Innovation (In) in your startup. 
Finally, the entire equation with all of the functions is amplified hy our 
“exponent” or X-Factors (Xf) through the Core and Additive elements 
which underlie and drive the startup to success. 


THE PERIODIC TABLE FOR STARTUPS 

when we reviewed all the elements needed for the Startup Equation, it 
was clear that we needed a structure that would let you see all the ele¬ 
ments at once and in relation to each other. What better way to show 
that relationship than in a periodic table. You’ll note that the elements 
grouped by colors correspond to the major functions in the equation. 
Each element will be described in the upcoming chapters. 


THIS IS A LIVING DIAGRAM 

It is important to note that this periodic table of startup elements is a living, 
breathing thing. Does it account for every single thing you’ll encounter 
as an entrepreneur? Have we discovered every element? Nope. Consider 
this a guide. This is the bare bones of what you’ll encounter as you start 
and grow your business. As the world changes organically, so will these 
elements. But for today, they represent a great start. 


This is Startup Alchemy 

When you have the right startup elements, you can create magic. The 
beauty of this equation’s fluidity is that it allows you to play with the ele¬ 
ments until you can build an equation that fits you. It will fit who you are 
and what you want your business to become. Will it change? Of course, 
because you’ll change and because businesses grow and evolve in ways 
that are hard to imagine. But this equation will help you keep that al¬ 
chemy balanced as things pivot so that no matter what, you never lose 
the magic. The chapters ahead will dive in further to each element group 
and it is important to remember that this book should become an old 
friend, one that you continually turn to for advice on this wild adventure. 

Let’s get started. 
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Before you can build a business, you need to lay your foundation. You 
will note that in this group of equation functions are three primary 
functions—Entrepreneur (En), Idea (Id) and Solution (So). These next 
few chapters will dive deep into this part of the equation and its ele¬ 
ments with the desire to show you what elements might work for you 
so can build the foundation of a custom Startup Equation that’s right 
for you. 

How This Part of the Equation Works 

The foundational elements in this section of the equation are the bed¬ 
rock of any business. The way this part of the equation works is ((Entre¬ 
preneur X The Idea) + The Solution). 

We start with this section of the equation because in order to launch 
your startup, you first need to understand who you are, what skills you 
bring to the table and why you want to start a business (Entrepreneur 
(En)). Then you multiply that by the concept or vision you have for the 
business (Idea (Id)). Together they are combined and applied to how you 
will actually build your startup (Solution (So)). 


Entrepreneur (En) Elements 

In Chapter 5, you’ll dive into what entrepreneurial persona fits you and 
the approach you need to take based on your current commitments. 
The two entrepreneur element sub-groups are Personality and Approach. 
Though your approach may change as new chapters unfold, your person¬ 
ality type will most likely stay the same. 

Idea (Id) Elements 

You cannot have a business without a business idea. In Chapter 6 you 
will explore how to develop and refine your idea with two element sub¬ 
groups: Core and Generation. Within each business idea you should be 
able to identify a core reason for why you want to start this business. 

Solution (So) Elements 

After refining your idea, you should have a business you want to start. In 
Chapter 7 you will explore two element groups. These are Models, which 
covers how the business will function and build its first product, as well 
as the Approaches that can be used to position the startup in the right 
places but also to pivot it as its viability is tested with customers. 

So let’s get started ... 
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CHAPTER 


Opportunity is missed by most people because it is dressed in overalls 
and looks like work. 

—Thomas Edison, Inventor 
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The Entrepreneur’s Journey 


T hough being an entrepreneur is fun, it’s also a ton of work. It means 
a lot of hours and many late nights for many years. It’s a path that 
requires dedication and should he chosen only after a lot of thought. 
Building something great takes time and energy. 

You might even he a little scared. That’s OK because fear can be a 
good motivator, but don’t let it deter you from your goal. If you’re go¬ 
ing to do something special, then you’ll need passion to keep your motor 
running. This same passion will also help attract customers. 

Dave McClure of 500 Startups, knows all about starting a company 
or two and making them successful. But he also has no delusions about 
what it takes to be an entrepreneur.^ 

Now please don't get me wrong ... I'm not here to dump all over your 
enthusiasm for building a startup. Nor am I saying there is anything 


bad about wanting to make money, or wanting to be your own boss, 
or to valiantly attempt to defy the odds and create the next Google 
or whatever. 

But I DO hope some of you young-ass whippersnappers get your 
headsout of your collective asses and get a little more practical about 
what you're likely to encounter should you decide to do your own 
startup. And a little more real about what you may face at the end of 
a rough hand of poker. 

To wit: the first time I tried to do my own business, it took 7 years 
of hard work, below market pay, near bankruptcy (2 or 3 times), bro¬ 
ken friendships, damaged relationships, credit card debt up to my 
ears, ridiculous stress, several missed opportunities for big paydays 
as a grunt at Microsoft, Intel, Netscape, or Yahoo, all in exchange for a 
piddly-ass half-million acquisition that barely got me enough cash to 
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^ ((En(ld))+So)^+((Cu(Te+Ce))Br)^+(((Fn(Sa+IVla))5c)ln)^ 
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Foundation Experience Growth 

We start the equation with the entrepreneur. She is the one with idea and where this all begins. No two entrepreneurs are alike, and we group 
our elements into personality types and their approach. 
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ENTREPRENEUR (EN) PERSONALITY TYPE ELEMENTS 


No two entrepreneurs are alike. However, they share some common and dominant 
traits in their personality. Most entrepreneurs will self-identity with one or more of 
these elements. 

The PeiH^ectionist (Per) 

Works towards perfection; Avoids error; Conscientious; Hates schedules & dead¬ 
lines. Great Critical Powers; Leads by example; Prefers Doing Over Feeling 

The Giver (Giv) 

Wants to gain approval; Feels pride in being needed; Grows by discovering what 
they want. Craves freedom; Works for the respect of people. 

The Performer (Pef) 

Loves the spotlight; The instant expert; Captain of winning team. Heart is in the 
work. 

The Romantic (Rom) 

Wants creativity; Craves freedom; Called to emotionally intense lines of work. At¬ 
tracted to what is missing; Competitive. 


ENTREPRENEUR (EN) APPROACH ELEMENTS 


Every entrepreneur has a different set of things they want to accomplish with their 
business. Most entrepreneurs will self-ldentify with one of these approaches to 
starting their business. 

The Essentiolist (Ess) 

These entrepreneurs are starting a company out of necessity. They could have lost 
their job or need more income coming into their household. 

The Do Gooeler (Dgd) 

These entrepreneurs want to change the world in their small way. Their #1 focus is 
figuring out how to make the largest social impact. Money is secondary to them. 

The Expert (Exp) 

These entrepreneurs are experts within a field and have decided to take that exper¬ 
tise to start something of their own. They are the lawyers, architects, and program¬ 
mers of the world. 

The Artist (Art) 

These entrepreneurs identity themselves as artists and artisans First. Their #1 focus 
is to create. The business side of things may not come easy to this type, but it is a 
necessity In order to continue to do their art. 


The Observer (Obs) 

Likes boundaries; Watches life as an observer; Values unemotional decision making. 
Minimalist; Values emotional control; Extremely productive when in a decision¬ 
making role. 

The Trooper(Tro) 

Strong analytic powers; Comes alive under adversity; Clearly focused CTAs; Ambiva¬ 
lent about visible success.Thrives on adrenaline; Asks hard questions; Skeptic. 

The Epicure (Epi) 

Wants to keep energy up; Experiences joy, options and ideas; diffuses fear. The 
world is full of possibilities; Spontaneity; Positive future. 

The Boss (Bos) 

Concerned with injustices; Lusts for life; May see compromise as weakness. Defend¬ 
ing the innocent; Setting boundaries; Enforcing the rules. 

The Mediator (Med) 

Maintains neutrality; Cannot say 'no'; Relaxes friction. Structured and Keeping 
the peace. 


The Franchisee (Fix) 

These entrepreneurs usually come to a business that has already worked out its 
systems, much like a franchise. They prefer knowing that a system works and that 
it is profitable. They are low-risk entrepreneurs with money as a priority. 

The Builder (Bid) 

These entrepreneurs are the opportunity seekers. Once they see an opportunity, 
they seize it to help it grow. These people are born entrepreneurs. It is in their 
blood. They are most likely to be serial entrepreneurs. 

The Ufestgler (Lif) 

These entrepreneurs love the idea of living the entrepreneurial lifestyle and are 
living to grow their businesses large enough to maintain that lifestyle. 
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put a down payment on a small condo In SF. Sure it was a good lesson 
in learning how to [NOT] run a business, but it was a HARD goddamn 
lesson. And one I'm pretty sure I never want to repeat. The fact that I 
still wanted to try and go back out and do another startup AFTER that 
first effort is prime evidence that I'm either crazy, stupid, or both. 

Now, Dave has an interesting and colorful perspective, and his sec¬ 
ond startup was joining PayPal, so that was a good choice in long run for 
who he is and what type of entrepreneur he wanted to be. And that is at 
the heart of the self-discovery you need to do. 

This is where the Entrepreneur (En) function of the Startup Equa¬ 
tion comes into view. 


BUILDING A GREAT ENTREPRENEUR 

So what makes a great entrepreneur? Strong leadership skills? Good 
education? Previous experience? Motivation to see things through? It 
depends. 

In a recent study of 549 founders,^ Duke University sought out what 
demographic and psychographic factors great entrepreneurs share. A few 
things stood out: 

• They were supersmart in high school. We’re not talking college or 
grad school, but high school. Most people around the world get a high 
school education and many can’t go to college because of some factor 
(usually money), but it doesn’t mean they aren’t some of the smartest 
people. 

• They have some industry experience under their belt. While there 
are many young entrepreneurs with very little job experience, most 
have six to fifteen years of experience. This means they’ve gotten out 
there and know different job roles, have tried a few different compa¬ 
nies, and see the startup opportunity as a next step. 

• Many are married and have a least one child. The media impresses 
upon us that today’s entrepreneurs are in their twenties and have the 
lifestyle to go all in, but that isn’t really the case. They usually have ex¬ 
perience and want to build something that’s great. They often look to 
their family to keep them motivated. 
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• They’re motivated to build a company and create wealth. While 
the thought of “doing a startup’’ can sound sexy, great entrepreneurs 
want to build something great. Of course, they would like to receive 
financial reward for their efforts, but most of the time they aren’t in 
it for the money. 

When it comes to building great entrepreneurs, Jason Henreichs is 
familiar with the process on both sides of the journey. Having been first 
an entrepreneur and then an investor with a great venture capital group 
for years, he is now helping others learn the ropes of working in a startup 
as a Managing Partner at the Startup Institute. We spent some time with 
him and asked him about entrepreneurship and becoming a great entre¬ 
preneur. Here are some of his insights: 

SEQ: Can you recall an experience early in your life that really made you 
decide you wanted to be an entrepreneur? 

Henreichs: Actually, it comes down to the lazy factor. When 1 was younger, 
I had grown up in a small town of less than 10,000 in southern Wisconsin. 
We had empty lots around us, which my dad didn’t like, so my job was to 
mow the five empty lots so that the weeds wouldn’t get in his yard. 1 hated 
the fact that that basically meant every day, after morning swim practice, 
I had to mow an entire bumpy lot. 1 asked my dad one day, 1 said, “So, am 
I getting paid to mow these lots or am 1 getting paid to keep the weeds 
down?” He said, “You’re getting paid to keep the weeds down.” That fall, 
I kept the seeds from my jack-o-lantern, and the next year, 1 planted two 
lots in pumpkins, knowing that the vines would provide the cover and 1 
wouldn’t have to mow. 1 would just have to water once a week and that 
was pretty easy. 

It was going all well and good until 1 realized 1 was having a bumper 
crop of pumpkins. My dad said, “So, what are you going to do with all of 
the pumpkins?” I was like, “Oh. Man! What am 1 going to do with all of 
these pumpkins? This is kind of a problem!” He took me down to the lo¬ 
cal grocery store, the IGA. They paid me three cents a pound for all of 
the pumpkins I brought in. Granted, my dad charged me for renting the 
truck to move all of the pumpkins, but 1 ended up making over $500. 
As far as 1 was concerned, that was not only $500, that was hours of my 
summers not spent pushing a mower. That was my first entrepreneurial 
adventure and I’ve been hooked every since. 
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This information is based off the research project Global Engineering 
and Entrepreneurship done by Duke University. 549 company 
founders were surveyed from the United States. 


EDUCATION 


High school academic performance. 



FAMILY STATUS 


Facts about their family life. 






Rr$t Born 


Lowref'MIddle 





First in Family Married Had at least 1 child 

to start a business 


COUNTRY 

Where they were born. 


USA 82.5% 
India 3m 
UK 1.7% 
Canada 1.3% 
Germany 1.0% 


Other Countries 

Iran 0.8% 

Italy 0.6% 

China 0.6% 

Norway 0.6% 

Taiwan 0.6% 

Other 6.7% 


— JOB EXPERIENCE 

Industry experience prior to starting 
their own business. 


0-5 years 
6-10 years 
11-15 years 
16-20 years 
204- years 


24 6% 

27.6% 

23.3% 

14-3 




MOTIVATION 

What drove them to start 
their own company. 
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SEQ: Do you think entrepreneurship is something that is buiit into you or 
do you think it can be taught? 

Henreichs: I think it absolutely can be taught and it should be taught. We 
need to break out of the mindset that everyone needs to be a founder. 
Everyone needs to learn in a new economy, to be entrepreneurial. I think 
we need to do a better job of teaching that being an entrepreneur does 
not mean you sit in a garage and you come up with apps. There are plenty 
of those and that is all well and good, but the bulk of entrepreneurship is 
actually working at a startup that you did not found. 

SEQ: What eiements do you think make a great startup? 

Henreichs: To me, a great startup boils down to the entrepreneur. Be¬ 
cause great entrepreneurs, before they even build great products, they 
build great teams. They are going to work together. If they’re going to 
have any chance of success, they’re building a team of co-founders. 

FINDING THE LEADER WITHIN 

As entrepreneurs and investors, there’s something that’s abundantly 
clear to us and most people in the startup world: Entrepreneurs are nat¬ 
ural leaders even if they don’t realize it. When we hear the term leader¬ 
ship, it’s easy to think of presidents and big company CEOs, but leaders 
are those who shine and show the way forward. Great entrepreneurs ex¬ 
ude what Jeremiah Owyang calls the Four Traits of Effective Leaders.^ 

Having a Clear, Shared Vision 

Great entrepreneurs have singular, unshakable vision. They clearly com¬ 
municate their vision as a driving passion that inspires the entire com¬ 
pany to share their vision and to make it their own. They’re not the ones 
steering the ship, nor are they the ones rigging the sails. They are the 
ones standing at the bow, pointing the way, and urging the team onward. 
Where there is no vision, people go off in different directions. 

Making the Commitment to See It Through 

Great entrepreneurs are committed to completing the mission and achiev¬ 
ing the vision. Nothing can distract them, detain them, or deter them 
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from reaching their goal. Their focus is on the goal, and they’re determined 
to reach it. They must be able to say “No” to otherwise good ideas because 
they might divert them from the task at hand. Where there is no commit¬ 
ment, the ship often wastes resources as commitments shift constantly. 

Enabling to Get theTask Done 

Great entrepreneurs can’t get the job done alone. They must enable oth¬ 
ers by equipping and empowering them to get it done. Instead of becom¬ 
ing a monarch, the most savvy may become a servant or ask their staff to 
think of them as their internal clients. Those who can’t look like micro¬ 
managers, which destroys spirit, innovation, and scale. Where there is no 
empowerment, people don’t feel motivated to be proactive. 

Putting Accountability in Place 

Everyone must be accountable to someone. The leader is accountable to 
customers to deliver the goods, to stakeholders to deliver the profits, and 
to employees to deliver direction, purpose, empowerment, inspiration, 
and reward. 

Each member of the crew is accountable to the others to be as strong 
a link in the chain as the rest. Failure and success must be consistently 
rewarded in appropriate proportion to ensure that the ship stays on 
course. Where there is no accountability, people do whatever is right in their 
own eyes. 

Someone who knows about finding the leader within is Scott Duffy. 
Scott Duffy is Founder & CEO of The Launch Project™, a company ded¬ 
icated to helping millions of people around the world live their dreams 
through entrepreneurship. Scott began his career working for best-selling 
author and speaker Tony Robbins and founded Smart Charter, an online 
booking tool for private aviation, which was acquired by Richard Bran¬ 
son’s Virgin Group. We had the opportunity to sit down with him and 
talk about entrepreneurship and launching a great company. 

SEQ: When you build your businesses, do you have a phiiosophy on buiid- 
ing great teams? 

Duffy: I’ve learned there’s really three types of people in every company. 
There’s what I call the visionary. This is the person that’s got the big ideas. 



and they’re great at getting out there and they’re great at selling the idea. 
I’ve learned that there’s a second kind of person in a company that 1 just 
call a manager. The manager is someone that’s great at creating processes. 
They’re great at operating. Then there’s a third type of person in every 
company, and 1 call this person the sharpshooter. This person is someone 
that’s really awesome. They’re really great at one specific thing. 

The number one mistake I see entrepreneurs make when they build 
a team is they miscast themselves. They put themselves in the wrong 
role. They maybe visionary, but they’re trying to run the day-to-day op¬ 
erations of the business and that’s just not going to work. They get them¬ 
selves off on the wrong foot. 

SEQ; What would you say an entrepreneur needs to consider in order to 
make sure that they're ready for any challenge that comes to them? 

Duffy: The question is this: Who are the people that you have around you 
that aren’t pulling you up but are trying to pull you down? Because it’s so 
important as an entrepreneur that you’re always around people that are 
going to help you grow, that not only buy into but help you to grow your 
vision and pull it forward. What 1 always say is, “ A great place to start 
is just to clean the closet. Write down a list of all those people that you 
spend your time with and check and eliminate the people that aren’t do¬ 
ing anything positive to help you move forward.” 

SEQ: What do you think are elements of great startups as they begin their 
launch? 

Duffy: 1 think that one of the most important things with any startup 
business is to try and keep things simple. In any business there’s a lot of 
moving parts and there are a ton of things that are going on every single 
day. It’s important to keep things simple and really to take whatever your 
big idea is and get the simplest version out to market as soon as you pos¬ 
sibly can, and get feedback on that particular product or service before 
you go out and you go too big. 

What 1 say to you as an entrepreneur is this: 1 would say stay nar¬ 
row and stay focused on one thing. Get that one thing out. Become excel¬ 
lent, become exceptional at collecting feedback and then build off of that. 


ENTREPRENEUR, KNOW THYSELF 

After talking to entrepreneurs around the world leading startups of all 
kinds, we began asking ourselves, “What traits might entrepreneurs 
share, but not have equally?” Do different types of entrepreneur exist? 
We found that the answer is definitely “yes.” We started with an existing 
personality framework as our baseline to develop the entrepreneur per¬ 
sonality types. The personality types on the following pages are inspired 
by Helen Palmer’s Core Personality Types in her book The Enneagram in 
Love and Work: Understanding Your Intimate and Business Relationships.* 
There are nine core personality types and one of them is your pri¬ 
mary type. Take a look at Figure 5.4. Which one resonates with you the 
most? Don’t worry if you feel as though traits from another type some¬ 
times fit you. It’s common to have a secondary type that you occasion¬ 
ally relate to. As you explore your personality type, think about how this 
impacts your leadership style and how critical it is to understand when 
forming your team and crafting a culture. 

Your Approach to Business 

At this point, you might have a strong sense of your entrepreneur type, 
but that’s only one side of the entrepreneurial coin. The other side is how 
you approach your startup venture. Not all entrepreneurs are driven to 
create a huge, venture-backed startup with billion dollar potential. Some 
become entrepreneurs out of necessity because they were laid off (The 
Essentialist (Ess)) or just want to turn their expertise into a practice of 
their very own. Others are into the freedom and lifestyle the life can pro¬ 
vide (The Lifestyler (Lif)). 

These are just a few of the entrepreneur approaches. You can see the 
full list and description of each type in Figure 5.5. It’s also important to 
know that the type of entrepreneur you are today can dramatically change 
in 5-10 years and that’s OK. Just as people evolve, so do businesses. 

DiscoverYour Unique Startup Path 

There are many types of, and approaches to being, an entrepreneur. To 
help you discover your entrepreneur type, let’s walk through a simple for¬ 
mula that you can use to figure out the first part of your Startup Equation. 
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ENTREPRENEUR TYPES 


NAME PERSONALITY QUALITY FOCUS BEST ENTREPRENEURIAL TYPE OTHER 



Works towards perfection; 
Avoids error; Conscientious; 
Likes schedules & deadlines 


Practical; Great Critical Highest Standards; 

Powers; Leads by example; Coicial Points 

Prefers Doing Over Feeling 


The Perfectionist 


The Expert; The Franchisee; Be careful not to act out of 

The Builder anger; Is uncomfortable with 

ambiguity or multiple 
possibilities; Devoted to work 
for work's sake 



The Giver 


Wants to gain approval; Feels 
pride In being needed; Grows by 
discovering what they want 


Humble; Craves freedom; 
Takes own Identify from 
authorities who can support 
their efforts; Works tor the 
respect of people 


Relies on developing key 
people; Attracted to 
promising talent and 
new directions 


The Essentiallst; The Do Gooden Be careful not to manipulate 

The LIfeslylist others to reach goals; Has 

boundary issues; Highly 
responsive to approval; 
Identifies client needs 



Loves the spotlight; The InslanI Hope; Self-survival; 
expert; Captain of winning team Veracity; Polyphasic 
thinking 


The Performer 


Heart is In work; Tunnel 
vision on task; Avoids 
Risk 


The Expert; The Franchisee; 
The Builder 


Be careful of self-deception; 
Machine-llke achiever; 
expands and franchises out 



Wants creativity; Craves Balanced: Competitive 

freedom; Called to emotionally 
intense lines of work 


The Romantic 


Attracted to what is 
missing: Uniqueness 


The Do Gooder; The Artist; Be careful not to alienate 

The Lifestylist yourself from opportunities if 

they have already been done; 
Wants distinctive work; 
Flourishes In cooperative 
environments 



Likes boundaries; Watches 
life as an observer; Values 
unemotional decision making 


Non-attached; Minimalist: 
Values emotional control; 
Extremely productive when 
in a decision-making role 


Believes in knowledge over 
power; Compartmentalizes; 
Focused on Ideas 


The Observer 


The Expert; The Franchisee; 
The Builder 


Be careful of your need for 
predictability: Leads from 
behind closed doors; Does 
well as an adviser; Usually 
positioned as a thinker or 
analyst 


54 


THE STARTUP EQUATION 











NAME 

PERSONALiTY 

QUALiTY 

FOCUS 

BEST ENTREPRENEURIAL TYPE 

OTHER 

Jl 

The Trooper 

strong analytic powers: Comes 
alive under adversity: Clear 
focused CTAs: Ambivalent about 
visible success 

Faith; Courage; Thrives on 
adrenaline: Asks hard 
questions: Skeptic 

High goals: Interpersonal 
relationships: Clarity 

The Do Goodec: The Expert: The 
Builder 

Be careful of Inaction. It can 
lead to anxiety: Rallies with 
the underdog; Extremely 
uncomfortable when they 
have to compete on a dally 
basis 

The Epicure 

Wants to keep energy up: 
Experiences joy, options 
and ideas: Diffuses fear 

Planning; Work; Seeks 
stimulation; Equalizes 
authority 

The world Is full of 
possibilities: Spontaneity: 
Positive future 

The Essentiallst; The Do Gooder; 

The Artist; The Ufestylist 

Be careful of open-ended 
agreements: They may take 
on a life of their own; Can 
become Insistent about 
practical ideas: Delightful to 
work with 

? 

The Boss 

Concerned with Injustices: Lusts 
for life: May see compromise as 
weakness 

Truth: Control; No hidden 
agenda; Assumes leadership 

Defending the innocent; 

Setting boundaries; 

Enforcing the rules 

The Do Gooder; The Expert; 

The Builder 

Be careful to see other 
points of view. If not. may 
miss something extremely 
valuable; Direct and 
assertive; What you see Is 
what you get: O^icated 
competitors 

The Mediator 

Maintains neutrality; Cannot say 
’no’: Reduces friction 

Keeping the peace; 

Structured 

Procedures; Simplicity 

The Essentiallst; The Franchisee; 

The Lifestylist 

Be careful not to be too 
cautious about taking risk; 
Energized by productive 
routine; Looks for ways to 
simplify as many things as 
possible 
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ENTREPRENEUR APPROACHES 


NAME 


DESCRIPTION 


^ ^ These entrepreneurs are starting a company out of necessity. They could have lost their job or need more income coming into their household. 

, 0 , Either way, this entrepreneurial type will rise in the next decade. 

\ / 

TheEssentialist 


These entrepreneurs want to change the world in their small way. Their #1 focus is figuring out how to make the largest social impact. Money 
is secondary to them. 

The Do Gooder 



f 

The Expert 



The Artist 


These entrepreneurs are experts within a field and have decided to take that expertise and start something of their own. These entrepreneurs 
are the lawyers, architects, and programmers of the world. 


These entrepreneurs identify themselves as artists and artisans first. Their #1 focus is to create. The business side of things may not come easy 
to this type, but it is a necessity in order to continue to do their art. These individuals are artists taking control of their economic well-being. 


These entrepreneurs usually come to a business that has already worked out its systems, much like a franchise. They are not 
interested in having their name tied to a unique entity, but prefer knowing that a system works and that it is profitable. This entrepre¬ 
neurial type is a low-risk entrepreneur with money as a priority. 

The Franchisee 



These entrepreneurs are the opportunity seekers. Once they see an opportunity, they seize it to help it grow. These people are born entrepre¬ 
neurs. It is in their blood. This type is most likely to start a company, build it to a specific point, and then move on to another venture. This 
entrepreneurial type is the most likely to be a serial entrepreneur. 

The Builder 




These entrepreneurs love the idea of living the entrepreneurial lifestyle and are living to grow their businesses large enough to maintain that 
lifestyle. These entrepreneurs may piece together their business through capitalizing on their own skill set or personal assets. This 
entrepreneurial type will also have more than one project running, which may include a consultative practice. 


The Ufestylist (The Micro) 
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Personality+Approach=Startup Path 

As an entrepreneur you will discover your own path, so we won’t waste 
your time detailing every possible combination (there are 63ish). How¬ 
ever, let’s review a few to get the gears turning: 

The Epicure (Epi) (Personality Type) + The Do Gooder (Dgd) (Approach) 

This entrepreneur type is all about social good with a desire to make a 
positive change for those around them. They might build a nonprofit, 
start a yoga studio, or even create a cause-focused website. 

The Observer (Obs) (Personality Type) + The Builder (Bid) (Approach) 

This entrepreneur type could take the path of a software startup founder. 
Focused on a vision and their primary goal is to build a minimum viable 
product (MVP). They usually don’t stay for the full duration of the com¬ 
pany and let professional management take over so they can move onto 
the next venture. 

The Romantic (Rom) (Personality Type) + The Lifestyler (Lif) (Approach) 

This entrepreneur type could take the path of letting their creative juices 
flow by freelancing and choosing the projects they take. They’re not out 
to build a massive business, but one that gives them the freedom to work 
on great projects, pay the bills, save for retirement, and most impor¬ 
tantly, gives them flexibility to spend time with family. 


EXERCISE: Discover Your Personal Entrepreneurship 
Approach and Type 

Know Thyself: Before you become an entrepreneur, you must first 
examine who you are as a person and how you handle situations. Ask 
yourself the following questions: 

1. How do you view the world? 

2. What is your relationship to authority/authoritative figures? 

3. How would you describe your personality? 


4. Name 5 of your strengths. 

5. Name 5 of your weaknesses. 

6. What is your leadership style? 

7. How do you handle stress? 

Based on your answers, go through each of the personality ele¬ 
ments and see if you can find the one that best suits you. Please note 
that you will have personality types that are secondary, but there can 
be only one primary type that you identify with. 

Approach: Before starting a business, you must know how you 
want this business to relate to your life. Some people are looking 
to be lifestyle entrepreneurs. Some are builders who can start busi¬ 
nesses but then have to hand them over in order for that business to 
continue to thrive. In order to find the right equation for success, do 
this exercise to find the right approach for you at this point in your life: 

What is important to you? List your interests. List your passions. 
Your answers may inform what type of approach best fits you. What 
you are committed to will help you figure out your approach. Here are 
some questions to guide you. 

1. How frequently do you finish projects? We all start things, but 
do you normally finish them? Answering this will help you to 
understand if you are truly looking to see a business through, 
from start to finish. 

2. Why are you starting a business? Is starting projects in your 
blood or are you doing this out of necessity? 

3. Are you more about building things or maintaining things? 

Some people are better at starting things. Some have trouble 
starting them but can put them up and see them to the end. 
Knowing where you fit in that mix will help you decide which 
approach is right for you. 

4. Describe your comfort level with risk? Some approaches have 
much more risk involved. Go into detail about what you are com¬ 
fortable with and where you draw the line. 

(continues) 
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5. How much time are you willing to commit? Becoming an 
entrepreneur and building your business will take up time and 
the time demanded will determine which approach feels right 
to you. 

6. Where will you be 3 years from now? Where you see yourself in 
3 years will be eye opening when thinking about what you are 
starting and what you would like it to organically become. 

Answering these questions truthfully will allow you to really look 
deep into yourself and figure out what is rea//y important in your life 
before you begin building your business. 


Passion Projects vs Life's Calling 

When I was five years old, my mother always told me 
that happiness was the key to life. When I went to 
school, they asked me what I wanted to he when 
I grew up. I wrote down ‘happy’. They told me I 
didn’t understand the assignment, and I told them 
they didn’t understand life. 

—John Lennon 

Remember how we said it takes a ton of work to succeed as an entrepre¬ 
neur? Some of you aren’t ready for it, at least right now. And that’s OK. 
Although you may have a passion for the work and business you want 
to pursue, you need to ask yourself a tough question: Do I really want to 
spend the next five-plus years livingand breathingthis business? 

Many times, we do not start businesses around what we love be¬ 
cause what we love may change over time. Instead, many people start 
businesses with the goal of solving a problem. The spur may also be some¬ 
thing that keeps them up at night or gets them excited, but the under- 
lying goal of building a business isn’t dependent on someone’s passion. 
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So even though it’s possible for passion projects to become busi¬ 
nesses, consider digging deeper inside and asking yourself, “Why?” 

• why am I working on this? 

• why is it important to do this every day? 

• why must I share this piece of what 1 believe with the world? 

Though you may not know all the answers right away, give yourself 
time to contemplate and digest the questions. Your answers may surprise 
even you. 

Someone who knows about following their passion is Jennifer bum. 
She worked at big companies like Verisign and helped Apple build out 
their LAd platform. She has been a tech investor and worked at various 
mobile startups. She followed her passion to create her own mobile com¬ 
pany and recently founded Adelphic Mobile. We had a chance to meet 
with her at their HQ in Boston and talk about her experiences, following 
her passion and having focus. 

SEQ: Can you think of any experiences that made you want to walk the en¬ 
trepreneurial path? 

Lum: I’ve always been interested in business and technology, I never was 
certain that 1 one day would want to be the founder of a company and 
build something from scratch. In fact 1 didn’t come to that realization 
until I was transitioning out of Apple. That’s when 1 realized that my 
passion absolutely lies in the early-stage environment. I’ve learned that 
1 love being able to work with the team to get something off the ground. 1 
love being able to put my hands in many, if not all, areas of the business. 
Just the challenge involved in creating something that hopefully will be 
quite meaningful. 

SEQ: From your experience as a mentor, what do you think gives some of 
these startups a greater chance of success? 

Lum: At the earliest stages of a company, 1 firmly believe that the real dif¬ 
ferentiator is the team, it’s the people and having passion. The fact that 
not only are they extraordinary entrepreneurs and/or technologists but 
that they have an unfair advantage within the space that they are looking 
to attack to make something happen. 




SEQ; When things are really limited, where should entrepreneurs focus? 


Lum: I think depending on where the team is or where the entrepre¬ 
neurs are in growing their business, ideally they have a plan that they’re 
working toward, whether it be milestones for fundraising, product de¬ 
velopment, closing a deal, or handing product off to a customer. 1 think 
entrepreneurs should focus in the areas where they could create the most 
value for the business to go to the next level. To hit that next milestone 
or to close off that round of funding or to sign that next customer. 


EXERCISE: Uncovering Your Passions 

Are you unsure what you are passionate about or what type of busi¬ 
ness would keep your interest? Answer the following questions: 

• What subjects did you love in school and why? 

• Name three things people seekyour help with. 

• Name five things you could do for hours. 

• What odd jobs have you done that people have paid you for? 

• What are you doing when you are at your happiest? 

Look at your answers and see what themes you come up with. 
The key is to identify what skills and activities you are naturally drawn 
to. Also, if there are activities or things people already come to you for, 
then they really may be your first customers. 


NO MBA REQUIRED 

In 1985, according to the Kauffman Foundation, about 250 college 
courses taught entrepreneurship. In 2008, 5,000 self-described entre¬ 
preneur courses were available at two- and four-year institutions in the 
U.S. Now nearly 400,000 students take college classes on entrepreneur- 
ship each year. With college costs on the rise, particularly within the 
United States, there’s a growing debate about the need for an MBA when 
starting a business. 


Let’s look to the data for answers. In September 2011, The Wall 
Street Journal noted that “applications for two-year, full-time MBA pro¬ 
grams that start this fall dropped an average of 9.9% from a year earlier. 
The decline marks the third year in a row that applications have fallen.” 
So, if budding entrepreneurs are turning away from the traditional form 
of education, then how can they learn the necessary skills to run a busi¬ 
ness? If you’re seriously considering the non-MBA route, here are three 
essential steps you’ll want to follow.® 

1. Seek advice: No matter your path, our experience strongly supports 
talking to as many entrepreneurs as possible, regardless of their 
business focus. When people decide to meet with you, be thoughtful 
and respectful of their time by preparing questions in advance. 

2. Learn skills elsewhere: Though you need a certain knowledge base 
and skill set to start and to grow a business, you don’t have to learn 
that knowledge in school. Based on your interviews, make a list of 
the skills that you need to learn. Then, see if your current network 
includes experts in each of these areas and ask if they’re willing to 
teach you or have you as an intern. 

3. Test your knowledge and skills: No matter how you decide to learn, 
plan to test your newfound abilities so you’re ready for your startup. 
Depending on the skill, you can also offer to do related work for free 
in order to gain real-world experience. 

PLAN TO SUCCEED, NOT TO WIN 

when you start your business, it’s easy to focus on winning a sector or 
beating the competition. While these goals make for good motivators, 
they’re short term. If you want long-term success, we encourage you to 
learn these key insights as quickly as possible. 


Failure is Part of the Journey to Success 

We know—you don’t want to fail. However, mistakes will happen, and 
you need to learn to fail fast. Learn from your mistakes and identify ways 
to improve how your business pursues innovation. 
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We’re not alone in making this recommendation. Jim Kim, the Pres¬ 
ident of the World Bank Group, also supports the approach of failing fast, 
as he outlined in transcribed notes from his presentation in December 
2012 at Linkedin headquarters.® 

In the last decade, many International leaders have put great empha¬ 
sis on measuring results and learning from success and failure. At the 
Bank, the challenge now Is to develop tools that accelerate our abil¬ 
ity to learn from both positive and negative experiences In develop¬ 
ment. I'm convinced that revolutionary advances In communications 
and information processing, when linked to an enlightened approach 
to failure, can help transform our pursuit of ability to achieve develop¬ 
ment results, even In the poorest countries. 

To help China, South Africa, and all of our member countries, 
the World Bank Group will be setting up what we're calling delivery 
knowledge hubs, which will begin by collecting and distributing case 
studies of both success and failure in tackling the most important de¬ 
velopment challenges from throughout the world. 

Learning from failure is hard, complicated work. But all leaders 
could be well served If they admit what they don't know and learn 
from their own and others' experiences. We at the World Bank Group 
stand ready to work with leaders In both the public and the private 
sector to learn from success and failure. To take a page out of Google's 
playbook, if we "fail fast and learn fast," we will have a much better 
chance to end extreme poverty and build shared prosperity In every 
corner of the world. 


You Need to Get Tough 

According to Steve Blank and Bob Dorf, the authors of The Startup Owner’s 
Manual, 90 percent of new products fail, and entrepreneurs who have 
failed have a 20 percent success rate with their next venture. Few people 
are born with resilience, so take heart that it’s something you can learn 
through your own experiences. 

Entrepreneur Jia Jiang knows rejection well. In 2012, he decided to 
improve his resilience by getting rejected as often as possible. He ran a 


100 Days of Rejection Therapy campaign. The concept was simple. Each 
day he set himself one task or request that he expected to come with a re¬ 
jection. One request included cutting in line to improve his odds of get¬ 
ting a meeting with President Obama.^ 

But why did he put himself out there knowing he’d get rejected? Jiang 
argues that “by exposing ourselves to rejection, we can desensitize our¬ 
selves to it and help conquer the fear. We can make bold decisions with¬ 
out letting the fear cripple us. Courage is essential in entrepreneurship 
and a corporate career, both of which I’ve done.” 

You can do something similar by looking for opportunities to ask 
the tough questions that will lead to hard answers. By making yourself 
and your company open to tough feedback, you’ll have an easier time 
dealing with and learning from failure. 


GETTING READY . . . 


Becoming an Entrepreneur starts with knowing yourself and what you 
really want out of building a business. No two people are the same. Most 
people assume that when you start a business you are supposed to have it 
all “figured out.” Luckily, you have this book and some time to figure out 
things, which gives you the chance to explore. To prepare you for build¬ 
ing your unique Startup Equation, make sure you complete the exercises 
in this chapter. They are to be used to discover a little more about your¬ 
self and the type of business you would like to build. 

• Discover Your Personal Entrepreneurship Approach and Type 

• Uncovering Your Passions 
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CHAPTER 


If at first the idea is not absurd, then there is no hope for it. 

—Albert Einstein 
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The Big Idea 


S imple, clean design was an obsession of Steve Jobs. His interest in 
design began with the style of architecture where he grew up and his 
love of the houses developed by Joseph Eichler. In an interview with 
his biographer, Walter Isaacson, Jobs shared his thoughts about Eichler’s 
designs. 

"His houses were smart and cheap and good. They brought clean 
design and simple taste to lower-income people." His appreciation 
for Eichler-style homes, Jobs said, instilled his passion for making 
sharply designed products for the mass market. "I love It when you 
can bring really great design and simple capability to something that 
doesn't cost much," he said as he pointed out the clean elegance of 
the Eichlers."lt was the original vision for Apple. That's what we tried 
to do with the first Mac.That's what we did with the iPod." 

There are times when we’re driven by a concept, much like Jobs was 
by simple design. Sometimes there’s the lightbulb moment when you 


experience a stroke of genius and an outward burst of “Aha!” Then there 
are times when an idea doesn’t pop. 

You may know that you want to start a business, but you’re not sure 
what type of business or even if your idea is a unique one. This chapter 
will guide you through ways to formulate and test your ideas. No matter 
what your idea may be, in order for it to have longevity it needs the fol¬ 
lowing elements: 

• Simplicity (Sim): Any idea needs to be so simple that a child could 
explain it to someone. 

• Need (Ned) : Your idea has to serve a need for its customers, otherwise, 
what is the point? 

• Opportunity (Opp): In order for the idea to make headway in the 
marketplace, there has to be an opportunity for this type of idea. 

• Uniqueness (Unq): What does your idea have that no other idea out 
there has? What makes it unique? 
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What is a great business without a great idea? This part of the equation takes the Idea as a multiplier with the Entrepreneur. There are core ele¬ 
ments that are the essence of the great idea and ways to generate the one great idea that will start your new business. 
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IDEA (ID) CORE ELEMENTS 


These are the elements that are the essence of a great idea. Ideas should be simple 
and meet a certain need. This means that the unique opportunity has the focus 
and vision to be successful. 

SIMPLICITY (Sim) 

In the vein of "Keep It Simple Stupid," simplicity ruies the day. Isn't a great idea, at 
its core, a very simple concept? As you evaluate your business idea, use simplicity 
as a baseline to keep you honest. 

NEED (Ned) 

Great Ideas are great ideas, but in many cases, the need isn’t clear...yet. Sure, 
people will cite Steve Job’s philosophy; "People don’t know what they need until 
you show them." But few people can build a successful business that way. If 
you’re con-vinced people need your idea then you need to make the case for why. 

OPPORTUNITY(Opp) 

From need we move directly to opportunity. At this point, you transition from an 
idea to a viable business. Seeing that a yet unaware market exists that needs your 
product Is the opportunity to create your business. 


IDEA (ID) GENERATION ELEMENTS 


Idea generation requires setting up a creative space where people can say anything, 
show excitement, experience failure, and take risks without judgment. The goal? 
Allow new Ideas to come to life. Idea generation will be a part of your business from 
the beginning. 

RESEARCH (Res) 

The type of information you gather will depend on the type of product or service you 
plan to sell. You can use research, for example, to assess market potential, com¬ 
plete a competitive analysis, determine pricing and create product positioning. 

BRAINSTORMING (Bim) 

Brainstorming combines a relaxed, informal approach to problem solving with cre¬ 
ative thinking. It motivates people to come up with thoughts and Ideas that might, at 
first, seem a bit out there or even outright crazy. 

ATTACK PROBLEM (Atk) 

You’re more likely to find a solution by focusing on the problem you want to solve. 
Start by attacking the solution in terms of your product/service features, the benefits 
to customers, the personality of your company, key messages you’ll relay, and the 
core promises you’ll make. 


UNIQUENESS (Unq) 

Every entrepreneur, including us, will reach a point when they believe they’ve got 
a "great idea" first, just as we did. We guarantee that somewhere else on the 
planet someone else also has or has had a similar idea. However, what you do 
with that Idea and how you connect the need, the opportunity and eventually the 
execution will make your version unique. 

VISION (Vis) 

Vision consists of one part foresight and one part showmanship. Your vision will 
communicate a grand plan to inspire those who wish to embark on this journey with 
you. Vision can keep everyone grounded but focused on the bigger goal of building 
a business. 

FOCUS (Foe) 

No great idea is without vision but It must have focus In order for people to take 
action and carry out your vision. 


INTERSECTIONS (Int) 

Great ideas often come from the Intersections created when people with different 
backgrounds and different mindsets collide. You can encourage these intersections 
by bringing together different groups within the company. 

SKETCHING (Ske) 

We’re naturally drawn to visuals and sketching allows you to capture ideas to 
communicate concepts quickly, overcoming linear learning and language barriers. 

COLLABORATION (Col) 

Collaboration is the secret to a thriving business. Bringing people together exponen¬ 
tially improves the chances for developing refined ideas and better results that 
everyone can get behind. 
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• Vision (Vis): An idea (and its owner) needs to have a vision of how 
the idea will change the world. 

• Focus (Foe): If an idea does not have focus, then it will eventually 
cease to exist. 

These core elements are vital to building your Startup Equation. 
But don’t worry if you don’t know how your idea can have all of these 
things or even if you have your idea at all. From Brainstorming (Brn) to 


Researching (Res), this chapter will help solidify your idea into a sub¬ 
stantial one that you can begin to build for the marketplace. 

WHAT’S THE BIG IDEA? 

Every great business starts with a great idea. From that idea springs a vi¬ 
sion, and from that vision comes the opportunity to make your business 
a reality. We have ideas all the time, but it’s how we validate them and. 


Accidental Great ideas 




Robert Chesebrough 

iASEUNE 


Frank Epperson 

POPSICli 


George de Mestral 

UELCRO 




Harry Coover 

SUPERaUE 



Authur Fry 

POST-IT NOTE 



Percy Spencer 

MICROWAIJEOOEN 



Roy Plunkett 

TEFLON 



Leo Hendrik Baekeland 

BAKELITECPLASTICPOiyMER) 



William Henry Perkin 

MAgUINEDYECMAUOE) 



Joseph McVicker 

PLAY-DOH 


Figure 6.3 Accidental Great Ideas' 
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STARTUP IDEAS n,...e4 



BE PASSIONATE ABOUT IT 

Do you have enough passion for solving this problem 
to work on it for many years? While money may be a 
great motivator, it won't be there to get you through 
the dark times of being an entrepreneur. 



KEEP IT SIMPLE 

start by solving a small problem for one customer that 
you can build on. Big ideas start from somewhere 
small and grow into radical and disruptive innovations. 


■ 

$$ 

■ 

$$ 

$$ 


ONE REVENUE STREAM 

Focus on cultivating one revenue stream to begin with. 
Being able to Identify and develop that will give you the 
power to build and create new ones. Without at least 
one, your startup idea will sink. 


t 

I 



\ 


SHORTEN THE STEPS TO REVENUE 

Keeping the number of steps to a minimum for earning 
revenue will decrease complexity. Visualizing how 
many stakeholders are involved will aid in helping you 
to see the bigger picture. 



KNOW YOUR CUSTOMER 

From the beginning it Is absolutely necessary for you to 
know your customer and the problem that you are 
solving for them. This will help ensure you are truly 
answering a need that exists through a customer that 
will use the solution. 


'Data Source: Founder Institute 



KNOW THE MARKH 

Knowing the market helps you to become an expert In 
the space while developing a strat^lc vision and 
direction for your startup. Learn what Is current and 
always remain up-to-date on your industry. 



TAKE PART IN A LARGE ENOUGH MARKH 

Just like Goldilocks, you must find a market that is Just 
right with a robust enough size. You don't want to take 
part in a space that is too small nor do you want to 
enter one that is too large and overwhelming. 



HAVE YOUR SECRH MIX 

What is your secret mix? How are you providing a new 
and unique value to what already exists? Whatever 
makes you special will differentiate you from the 
competition and open new opportunities. 



TEST AND RETEST 

Testing and retesting will give you insight into your 
product or service's breakdowns and successes. 
Iteration will allow you to attack these problems In new 
ways through advancement and refinement. 



SHARE YOUR IDEAS 

Sharing your Idea will help you gain feedback and new 
perspectives on your concept. Talk to others and be 
open to what they have to say. ‘...If it's original, you 
will have to ram it down their throats.” 
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ultimately, how we execute them that determines whether we say some¬ 
thing like, “1 had this great idea for a business, hut I never acted on it, and 
six months later 1 saw someone do it,” versus, “1 had this great idea 
and started a business that changed my life.” Fear of the unknown and 
an inability to execute will kill even the greatest business idea and vision. 

Throughout her childhood, Ja-Nae and her father would constantly 
come up with inventions and entrepreneurial ideas that they were sure 
the world wanted or needed. It started one day in the parking lot of a gro¬ 
cery store. The wind picked up and started pushing shopping carts into 
cars. “There needs to be a way to protect cars from getting damaged,” 
said Ja-Nae’s dad. They began brainstorming and sketching out poten¬ 
tial solutions. 

After some brainstorming, they both agreed that a simple rubber 
bumper that jutted out beyond the carriage would make contact with 
a car first and protect it from dings. Ja-Nae wanted to build a proto¬ 
type, but her dad didn’t have time since he had his own budding startup. 
Needless to say, they both kicked themselves when they started seeing 
a very similar design on grocery carriages three years later. If only they 
had acted, right? How many times has this happened to you? You had a 
great idea, but you weren’t sure if it would work or whether it was worth 
pursuing. 

Many think that idea generation qualifies as an art form. In reality, 
idea generation is messy. It requires setting up a creative space where 
people can say anything, show excitement, experience failure, and take 
risks without judgment. The goal? Allow for new ideas to come to life. 
Your entire business is built on ideas. 

In the vein of “Keep It Simple, Stupid,” Simplicity (Sim) rules the 
day. Isn’t a great idea, at its core, a very simple concept? As you evaluate 
your business idea, use simplicity as a baseline to keep yourself honest. 
If you’re unsure whether your idea is simple enough, run it by someone 
outside your industry or even a kid. If they don’t understand your idea, 
then retool it until they do. 

If you have an idea, you may find that it has some serious holes. You 
don’t have to scrap the whole idea, but Research (Res) will give you in¬ 
sights on how to rework it. Using these insights, it’s time to bring your 
team together and turn to brainstorming to discover an alternative. To get 
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you started, we’ve pulled together some different strategies to help you 
generate ideas. 


Identify the Problem You Want to Solve 
and Set the Objectives 

Every business is built on the foundation of solving a problem and iden¬ 
tifying a Need (Ned). Sometimes we build businesses from problems 
we have faced ourselves. And sometimes we see Opportunities (Opp) 
within the market (or even an opportunity to create a market). If you 
are looking to start a business, then finding the problem you want to 
solve is critical. If you are unsure of where to start, ask yourself the 
following: 

1. What frustrations are you personally experiencing as a customer or 
user in the industry you’re interested in? You will find that some of 
the best ideas come from trying to solve problems that affect us 
personally. 

2. What should companies be making or selling that they just are not 
doing yet? Is this something that customers would want today if 
they had the option to buy it? 

3. What have you experienced as a consumer in this industry? How 
would you do business differently? What changes would you make? 

Once you know what problem you are trying to solve for, you can 
use the following tools to generate ways to solve these problems for your 
potential customer. And to be honest, you may not even know which 
problem you would like to solve yet because there are so many. That’s OK, 
too. Feel free to use the following to guide you along that path as well. 

GENERATE IDEAS 
WITH BRAINSTORMING 

A great way to generate ideas is through Brainstorming (Brn). You can 
approach Brainstorming (Brn) two ways: as an individual or as a. group. 
Group brainstorming offers a more effective environment for generating 



ideas, but several studies show that individual brainstorming produces 
more—and often better—ideas than group brainstorming. When you 
brainstorm on your own, you don’t have to worry about other egos or 
opinions. You can he freer and more creative, too. However, you may not 
develop ideas as completely when you brainstorm on your own because 
you don’t have the wider experience of others to draw on. 

Individual brainstorming proves most effective when you need to 
solve a simple problem, generate a list of ideas, or focus on a broad issue. 
Group brainstorming can offer a more effective environment for solving 
complex problems. So even if you do not have a team or a group, put to¬ 
gether a small group of individuals you trust in helping you come up with 
the right Vision (Vis) and Focus (Foe) for your idea. 

To get your team’s creative engine running at top speed, we’ve put 
together seven great ways to generate ideas in a group brainstorming 
session. 

This type of creative brainstorming falls under the Attack Problem 
(Atk) element. The first time through sets up bringing your team to¬ 
gether to discover a solution. It will take time, and it won’t be easy, but if 
you focus on what you want to achieve in your brainstorming sessions, 
they’ll be even more effective. 

It reminds us of a story that David Kelley, the founder of renowned 
design firm IDEO, shared in an interview. He talked about wanting to de¬ 
sign a coffee cup that cyclists could use while riding. You could describe 
what he wanted in a few ways: spill-proof coffee cup lids or bicycle cup 
holders. But a much better description sets a clear objective: Helping 
bike commuters drink coffee without spilling it or burning their tongues. 

It’s a cool, easy-to-understand example of an objective and clearly 
lays out what IDEO needs to achieve to measure success—helping bike 
commuters who drink coffee, want to avoid spills, and would prefer not 
burning their tongues. Diving to that level of detail before brainstorming 
about ways to design the cup holder significantly improves the chance 
that IDEO will succeed. 


EXERCISE: Idea Generation with Brainstorming 

To get you and possibly your team in on the flow of getting to that 

great idea, start with these idea generation steps using brainstorming: 

1. Try to generate solutions individually. Before moving into 
group brainstorming sessions, insist that your team come to the 
table with their own solutions. As we discussed earlier, it's not 
uncommon for people participating in a group brainstorming 
session to get stuck on someone else's solution and overlook 
other great ideas that could be better. 

2. Build on the ideas of others, let the ideas flow, and don't judge. 
You never know where a good idea will come from, and you need 
to provide a creative space that's comfortable for the group and 
encourages people to say what's on their minds without fear of 
judgment. It also means we encourage people to question and 
challenge the status quo so we can move to an even better place. 
Support the wild ideas because they can often be the foundation 
for creative leaps. When you speak during a brainstorming ses¬ 
sion, try to use and instead of but. You want to aim for as many 
new ideas as possible. In a good brainstorming session, your 
group could come up with a hundred ideas in sixty minutes. 

3. Stay focused and allow one conversation at a time. Keep the 
discussion on target, otherwise you'll go beyond the scope of the 
problem you want to solve. Revisit the objectives set out when 
the session started.They can help you manage a group brain¬ 
storm where many conversations are the norm. However, re¬ 
mind your group that each member deserves the attention of the 
group and capture what everyone has to share. 

4. Be visual. In brainstorms, we love using colored markers (Sharp¬ 

ies are the best!) to write on different colored Post-it notes that 
we stick on a wall. Nothing gets an idea across faster than draw¬ 
ing it. It doesn't matter if you're an artist! It's all about the idea 
behind your sketch. We'll discuss the elements of Sketching (Ske) 
and Collaboration (Col) in more detail next. (continues) 
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If you're not familiar with brainstorming, then it can sometimes 
be difficult to let go and allow yourself to explore. Be kind to yourself 
as you experiment, and allow yourself to do it in spurts. Remember, 
there are no wrong ideas. Just more complex ones. So look for the 
Simplicity (Sim) in every idea to help you get started. 


EXERCISE: Fine-Tuning Your Idea 

When coming up with a business idea, it is very easy to get bogged 
down in the minutiae. Here are a few exercises to fine-tune your idea: 

1. Identify Patterns: Go through your brainstorming notes and 
begin to identify patterns. What continuously comes up? What 
stands out to you? Identify what you keep coming back to. 

2. Ask"What if ...": If you are unclear about an aspect of your idea, 
start to ask questions. We prefer"What if?" 

a. What if we launched this as an app instead of a website? 

b. What if we focused on moms instead of dads? 

c. What if we tested a physical location with a pop-up store? 

By asking the questions, you allow yourself to explore possi¬ 
bilities that might not have come up otherwise. 

3. The One Thing: Identify the one problem you are trying to solve 
for people. Write it down and describe it in 5 words or less. 

Coming up with your idea and distilling it down and simplifying 
it are completely different things. Allow yourself to dig in and then 
test your new version on someone who doesn't know your business. 
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EXERCISE: Unique Snowflake 

Once you have an idea that has become more simplified, it is important 
to identify where this idea fits into the broader ecosystem and what 
makes it truly unique so that can you can build it and scale it. Answer 
the following questions: 

1. Does your idea fit as an application to an existing product or 
service or does it act as a hub for other products? 

2. Does your idea lower the barrier to entry within your product 
market (through cost, convenience, etc.)? 

3. Does the market you're in already have competition or are you 
the only one in the field? 

4. Do you fit into a market category or are you creating one? 

5. How are you changing your market with this idea? 

Even if you are building something that is the first of its kind, 
knowing what the function of your idea is and what makes it unique 
will help you to build a business around it. 


COMMUNICATE IDEAS THROUGH SKETCHING 

sketching (Skc) goes back to the time when we were kids, and many of 
us still leverage sketching to communicate a concept when we jump up to 
the whiteboard. As you’ll see in Figure 6.5, sketching offers great oppor¬ 
tunities to explore, discuss, and compare ideas while getting feedback. 

One of our favorite books is Back of the Napkin by Dan Roam. In his 
book, he writes that if you can draw these shapes (see Figure 6.6) you can 
sketch and visualize your idea. 

We’re naturally drawn to visuals, but we’re taught linear, verbal 
thinking in school. To begin capturing your ideas and concepts, follow 
what Dan calls “The 6x6 Rule.” There are six ways we communicate vi¬ 
sually and six ways to show it. So, in that spirit, we have a visual tool in 
Figure 6.7 to show them to you. 






The Purpose of Sketching 



Figure 6.5 The Purpose of Sketching 


How Can I Use Sketching? 

As you move through the idea phase, your sketching can become a 
go-to tool for communicating ideas. It doesn’t stop with your ideas. 
Sketching serves as an excellent tool for exploring business models, 
developing financial reports, refining product design, or reorganizing 
teams. 

Someone who sketches a ton is C. Todd Lombardo, a Principal In¬ 
novation Catalyst at Constant Contact. His role there is to help drive in¬ 
novation internally and externally in the organization and he does that 
through internal Innovation Jams, as well as through Innoloft, a Small 
Business Innovation accelerator program. If there is someone who lives 
and breathes ideas, it’s this guy. 

SEQ: Can you talk about the process you use at Constant Contact to gener¬ 
ate new ideas? 

Lombardo: We have a number of diTherent ways to do that. One way is we 
democratize it, and we have something called an Innovation Jam. It’s a 


lot like a startup weekend. You pitch an idea on Friday, you form a team, 
you build your idea, you work on it, you go out and validate it with your 
customers, and it is judged on Sunday. 

Another way is we do them through Design Sprint. Let’s say someone 
won one of the categories of an Innovation Jam. We could do something 
called the Design Sprint, and Design Sprint’s a way to really dig deep and 
just unpack that idea and see if there’s any business value to it. 

We spend a lot of elhort on that research phase of going out and 
face-to-face interviewing with people who might have this problem, ffiis 
is a way for us to inexpensively, but still deeply and thoroughly, vet out 
these ideas. 

SEQ: What, in your opinion, makes a great idea? 

Lombardo: When somebody hears it, they make the connection. As soon 
as you talk about it, people go, “Oh, my God, that’s a great idea,” and so 
there’s a resonance element of it. 

ffiere’s also an element of, it has to solve some kind of need or prob¬ 
lem and it could be a perceived need. It doesn’t necessarily have to be a, 
“My car’s broken, ffiis is going to fix it,” but it could be something more 
of a perceptual or emotional need. It doesn’t only have to be a functional 
need. 

SEQ: How do you feel about techniques like brainstorming and sketching 
to work through an idea? 

Lombardo: Brainstorming has to be done carefully. I think brainstorm¬ 
ing has to be done first, individually. You have to think, then you can 
bring together your ideas. First, if you do it as a group, you’ve got to have 
some individual time to think about it yourself and really ponder the 
problem. Carve out that mental space and say, yeah. I’m going to think 
about this for a while. 

ffie mindset at this point has to be immensely curious. Almost ev¬ 
erything coming out of your mouth should be in the form of some ques¬ 
tion so that you really understand what they’re trying to accomplish with 
the ideas they came up with. 

SEQ: What do you think is the secret to creating the collaboration during 
the idea process? 
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Lombardo: You’ve got to have a “safe” environment and your surround¬ 
ings do matter. One of the reasons why you see companies like Google 
and Facehook heavily investing in a “cool office space” is because they’ve 
realized it promotes that creativity. IDEO’s heen doing this for decades 
before any of these other companies have because they’ve known it. 

UTILIZE COLLABORATION TO BUILD 

As we went to school and learned to “play well with others,” we started 
to understand that it’s a lot easier when many people get united behind 
what they want to happen. Sure, there are people only out for themselves, 
but the true players, the smart ones, know that Collaboration (Col) and 
winning together makes for friends on the way up and creates a greater 
chance of success in the long run. So, yes, learning this skill matters. 

What does it take for collaboration to work? After several years 
studying the issue, we’ve discovered five behaviors that are key to making 
collaboration productive. 

1. Respect: Don’t even try to collaborate if you don’t respect your 
potential collaborator. It won’t work. 

2. Tolerance: Collaboration is messy. But that’s also what makes it 
useful. In the best circumstances, you and your collaborators get 
caught up in the fun of creating and working toward the bigger 
vision by putting aside your differences. 

3. Excitement: If collaborating feels like a chore, then you might be 
in the wrong business or just on the wrong team. You want to feel 
excited that you have the opportunity to co-create with talented 
colleagues. 


4. Focus: Nothing annoys people more than vague, open-ended, 
or loosely directed brainstorming. When you collaborate always 
have specific end goals in mind: a prototype, a website, a creative 
brief, etc. 

5. Appreciation: Collaboration needs to be fed with large doses of 
“thank you” and “great job.” Validation boosts our enthusiasm and 
helps us deal with a process that takes time. Make a point of rou¬ 
tinely thanking your colleagues and acknowledging breakthroughs 
or interesting ideas. 

Many times, it’s better to have more than just one person working 
on an idea and bringing it to light. When we allow ourselves to have a 
healthy collaboration, we remain open to the idea that there’s a differ¬ 
ent perspective available to solve the same problem. You may not always 
agree with your collaborators, but be willing to agree to disagree with 
them. That healthy tension is where great ideas are born. Use it. 

FOCUS ON THE 
RIGHT OPPORTUNITY 

From agreeing there’s a need, you can move directly to identifying the 
Opportunity (Opp). It’s at this point where you transition from an idea 
to a viable business. The opportunity becomes the gateway to meet¬ 
ing the need for your target market. Learning that an as-yet unaware 
market needs your product means an opportunity exists to create your 
business. 


You can have brilliant ideas, but if you can’t get them across, 
your ideas won’t get you anywhere. 

—Lee lacocca 
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EXERCISE: Focusing on the Right Opportunity 

Finding an idea to start a business from is not an easy task. Many 
people start businesses to solve a problem. 

1. Make a mind map of all the things that bug you within the indus¬ 
try you are looking to go into. 

2. Who else has done what you want to do? Even if you do not 
know these people, find three people who have done what you 
are seeking to do. It doesn't matter if they've achieved it in 
another field. 

3. Don't reinvent the wheel. Once you have mind mapped what 
bugs you, begin to make connections between who is currently 
trying to solve those problems and where they are falling short, 
in order to find gaps in the industry and create opportunities. 

4. Then, brainstorm ways to connect those opportunities and what 
they might look like as a business. 

5. Make a list of every connection you have within the industry that 
you want to join. After making that list, make another list of your 
questions. Before you get started, you need to arm yourself with 
as much information as possible. 

Based on the number of opportunities and the ways of putting 
them together, you'll be able to tell whether you're building the plat¬ 
form for something bigger or a complement to something that al¬ 
ready exists. Decide whether you want your business to be the hub or 
the spoke of a wheel. You can be one, but you can't be both. 


GETTING READY . . . 


Ideas are fleeting unless we decide to make them into something. With 
practice, we can get better at identifying the great ideas and put our full 
entrepreneurial weight behind them. At this point in your startup jour¬ 
ney you probably have a good idea of what you want your business to 
be and how it might be different and valuable. Take a step back and run 
through the concepts in this chapter to see which elements help the most. 

The following are exercises to help you solidify your ideas and direc¬ 
tion. Again, these are just guideposts for you on the journey to create the 
right Startup Equation for you. 

• Idea Generation with Brainstorming 

• Fine-Tuning Your Idea 

• Unique Snowflake 

• Focusing on the Right Opportunity 
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The Solution 
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Original Sketch by Kate Rutter 
















































CHAPTER 


Not long ago, the term ‘business model’ was not exactly on the tip of everyone’s 
tongue. Then, in the early to mid-1990s, ‘business model’ became a catchphrase 
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that described how a company makes money or saves money. 

—Marc Ostrofsky 


Strength in Agility 


A n idea is only good if it’s executable, with a repeatable and scalable 
business model behind it. Many first-time entrepreneurs do not get 
it right when they go out on their own and try to build a business. 
When Bill Gates was in high school, he launched one of his first ventures, 
Traf-O-Data, a traffic counter. The target market was local government. 
Unfortunately, the company failed when the state of Washington started 
offering counters to cities for free, wiping out his business. 

Another successful entrepreneur who didn’t start out as a success is 
Peter Thiel of PayPal. Clarium Capital, his hedge fund, managed $7 bil¬ 
lion in assets. But following a series of bad investments, the fund lost 
90 percent of its value. Needless to say, Thiel has since done quite well 
with PayPal (the most successful online payments system) and his early 
investment in Facebook. 

Both examples prove that everyone makes mistakes, and though 
you may think you have the right business model (or business, for that 


matter), it may not be the right one for you or your target market. Agil¬ 
ity is king in your search for the right solution that makes your business 
fire on all cylinders. 

A recent study done by Harvard Business School’s Shihar Ghosh 
looked at 2,000 startups over the last ten years, and the results showed 
that 75 percent fail. It’s a striking number, but the message is clear—the 
odds are not in your favor, so you must be agile to explore the solution 
your business will provide, and over time, test its viability in the market. 
This is where the Solution (So) function of the Startup Equation comes 
into view. 

When creating a business model for your idea, structure elements 
like Key Problem, Solution and Metrics (Psm), Value Proposition 
(Vap), Customer Segmentation (Csg), Customer Relationships (Rel), 
Minimum Viable Product (Mvp) and Revenue/Profit Model (Rev) you 
will absolutely want to include in the mix. They will help you understand 
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((En(ld))+So)^+((Cu(Te+Ce))Br)^+(((Fn(Sa+Ma))Sc)ln)^ 

I__I I_I I_I 

Foundation Experience 6rowth 

As we move through the third major function of the “Foundation” part of the equation, we have learned atjout ourselves and our approach to the 
business and then come up with our great idea. Now is the time we work through what the business model we create to succeed. 
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SOLUTION (SO) MODEL ELEMENTS 


These are the elements that comprise the business model of our solution. The 
model looks at markets, customers, minimum viable products and financial models. 

Key Problem, Solution «^nol Metrics (Psm) 

These are the partners, resources and activities that are key to supporting your 
business and making it successful. 

VAlue Proposition (Vap) 

This is the value you deliver to the customer by solving a specific problem they have 
with a certain product or sen/ice. 

Customer Segmentation (Csg) 

You must know who you are creating value for, who your most important cus¬ 
tomers are, and what the archetypes and personas of your ideal customer are. 

Customer Relationships (Rel) 

This Is about getting, keeping and growing customers. Which relationships have 
been established, how are they integrated with the business model and how much 
do they cost the business? 

Solution Channels (Chn) 

It is through channels that you reach customers. Look at how others reach them 
now. Which Is most cost efficient and works for you? 

SOLUTION (SO) APPROACH ELEMENTS 


These are the elements that leverage a specific approach for the business. You 
may have more than one approach in your strategy but you will probably start with 
just one. 

Fixed Space (Fix) 

This Is a physical space that is in a fixed location and used tor retail activities. 
Examples of this type of approach are retail stores, restaurants, or offices. 

Pop-Up/Mobile Space (Pop) 

This is a space that is mobile and can be either temporary or "popped up" for 
a certain period of time. Examples include seasonal shops, pop-up stores, food 
trucks, street team marketing stands. 

Physical Product (Prd) 

This is a manufactured physical product that you provide for sale to customers. 
Franchises (Fra) 

This Is business model that can be either part of your strategy to expand your busi¬ 
ness or an existing business franchise that you purchase. 


Competitive Advantage (Cod) 

You understand your competitor's differentiation as well as yours and have the 
ability to win over customers based on various advantages. 

Customer Acquisition Cost (Cac) 

As you begin to understand your customer channels, you must refine the cost 
at which you acquire customers to improve the cost structure of your business. 

Minimum Viable Product (Mvp) 

A minimum viable product Is the minimum solution required to launch and to test 
whether If you are solving your customer's specific problem and satisfying their need. 

Revenue/Profit Model (Rev) 

Here you focus on what customers are really willing to pay for the value you are 
providing. It Involves pricing tactics to discover your best revenue model. 

Cost Structure (Cos) 

These are the important costs Inherent to your business that include acquisitions, 
key resources and activities that affect your profitability. 


Online Presence (Web) 

This is an online presence for your business and in most cases would consist of 
a website that contains information about your business (e.g., services, team, 
contact info). 

Mobile App (App) 

This would be a mobile application used on mobile devices (e.g., smartphone, 
tablet) with a specific purpose. This could be an application you sell as a 
revenue stream or one you provide as part of your business offerings. 

E-Commerce (Ecm) 

This is a focus on selling products online through a digital storefront. It consists of 
an online store, a digital shopping cart and electronic payment. The e-commerce 
element usually leverages the online presence and mobile app elements. 
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the pillars of your business model and the solution you will design for 
your own startup equation. 

You will also need to consider the approach elements sub-group you 
use to power your startup and reach customers, which includes things 
like Pop-up/Mobile Retail (Pop), Physical Product (Prd), Mobile App 
(App) and E-commerce (Ecm) among others. We will expand on both 
sub-categories of elements later in this chapter to help you craft your 
business model. 


LIVING THE LEAN STARTUP LIFE 

In the last few years, we’ve seen a new process appear that reduces the 
risk of starting a company. It’s a methodology called the Lean Startup, 
and it favors experimentation over fancy planning, actual customer feed¬ 
back over internal opinion, and intuition and iterative design over the 
traditional “do it all now” development. Developed by entrepreneur and 
author Eric Ries, he devoted an entire book to the concept, and we highly 
recommend you add it to your library. 

As a starting point and connection with this book, the Lean Startup 
is a core component of the Solution elements because it provides you 
with great techniques to build out your Solution Model and test your 
Solution Approach. When you look at elements like Value Proposition 
(Vap), Competitive Advantage (Cac), and Minimum Viable Product 
(Mvp), these are part of the Lean Startup and key building blocks as you 
craft your unique Startup Equation. 

Lean Startup Basics 

One of the critical differences between existing companies and start¬ 
ups is that the former execute business models while startups look for 
theirs. The Lean Startup makes this distinction less of an issue: busi¬ 
nesses search for a repeatable and scalable business model. No matter 
what type of business you’re starting—food truck, consulting firm, soft¬ 
ware company—the following Lean Startup key principles will help you 
as you build your Startup Equation. 

1 Founders summarize their solution in a framework called a Busi¬ 
ness Model Canvas. Instead of writing a business plan and engaging 
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in months of planning and research, use a visual representation or 
canvas to begin building your startup. 

2 Founders use the Customer Development (“Get Out of the Build¬ 
ing”) approach to test their solution. Start by asking potential 
users, purchasers, and partners for feedback on all the elements 

of the business model (e.g., features, pricing, channels). It’s about 
speed and taking a minimum viable product (MVP) to them and 
using the input to refine and start the cycle again. 

3 Founders practice Agile Development to build their solution and 
use it in conjunction with the Customer Development approach 
to test the MVP. Agile Development originated in the software 
industry, but its principles can apply to almost any business. At its 
core, the goal is to eliminate wasted time and resources by develop¬ 
ing a product iteratively and incrementally. 

You can see in Figure 7.3 that the Lean Startup approach requires 
experimenting and iterating, with failure providing a pathway to success. 
As you work through the Solution elements consider that each element 
is related to the Lean Startup and its related Customer Development Pro¬ 
cess and Business Model Canvas. Each of these elements are key to craft¬ 
ing your own unique Startup Equation. 

DISCOVERING YOUR BASE BUSINESS MODEL 

As you begin to formulate your solution, you may be asking yourself if 
you need to form a business plan. Probably not, but you do need to come 
up with fundamental pieces that incorporate the core solution elements 
we talked about earlier. 


Forming Your Mission 

We’re firm believers that before you set out on a journey, you need to 
have focus and know your purpose. With all of the companies Steve has 
built or advised, he pushes to form a mission before diving into the busi¬ 
ness model. Entrepreneur and author Guy Kawasaki likens this process 
to creating a mantra by using a few words to describe the essence of what 
your company does. We prefer to use the term mission because it implies 



THEIEAHSIARTUP EXPI41NED 



EXPERIMENT/ 


EXPERIMENTS ALLOW 
YOU TO MINIMIZE 
FAILURE WHILE 
MOWING FORWARD 


ITERATION 


IMPROWES 
DEVELOPMENT AND 
MAXIMIZES LEARNING 

FAILURE 

IS THE KEY TO SUCCESS! 


INNOVATION 




*Data Source: Harvard Business Review 


r 

STRAFESY 

LEAN 

'.’a- 

H NEW-PROOUa 
H PROCES 

H 


* Bi 6 tNEERIW 


^ OBfiAimnON 

J 

FWMCIALFmriNG 

muv ] 

fj^URE 

j 





■. IIJ !ll 


Hi-, 1-1 

(rr . ►.-•ifrii., i- it'i. - 


■ ■■ 

i)bn' 


Agile EX Waie- ‘ -i i 

Rjild Ihi? ivoi i 

tijNy iyecriv llie OHXhict 

IjlilJfijTJH 'L 


jHrtnsams fcx Functiei' 

woerieoM ’'I’ll n: 


c^.niMSbteni^ 


^XCOpStljit 

fiitljySrinKexeciilhes 


MaBWred 

(^eraitt||^wn|)Ute'^ 




STRENGTH IN AGILITY 


79 






















direction and purpose. Whatever you call it, this statement explains in 
short and clear terms why your organization exists. 


EXERCISE: FormingYourMission 

Take a look at Figure 7.4. To find your mission, you'll need to answer 
four questions. 

1. What do we do? 

2. How do we do it? 

3. Whom do we do it for? 

4. What value are we bringing? 

Answering these questions will help you begin understand¬ 
ing the Key Problem, Solution and Metrics (Psm) element of your 
Startup Equation. 


Next, craft short statements about what makes you stand out from 
the competition (Competitive Advantage (Cad)) and why customers 
will choose your business over others (Value Propositions (Vap)). This 
step will get your mind geared up for the task of figuring out a business 
model and helping your team focus on the mission you want to accom¬ 
plish with your company. After you put your answers and statements to¬ 
gether, a mission will emerge around your business idea. The next set of 
steps will help you craft your business model. 


Starting with the Business Model Canvas 

One you know what you stand for, it is time to figure out your business 
model. To fully develop your model, you may find the Business Model 
Canvas useful. This tool helps organizations have strategic conversations 
about elements of their business model. It’s not only for the new startup. 
Your business can also use it to find new opportunities. 

Alexander Oserwalder created the Business Model Canvas in 2010 
based on an evolution of his 2004 Ph.D. thesis research about business 
model ontology. You can see the results in Figure 7.5. 


80 


THE STARTUP EQUATION 


FORMING YOUR MISSION 


What do we do? How do we do it? 



Who do we do it for? What value are we bringing? 


Source: Company.com 

Figure 7.4 Forming Your Mission 

Leveraging the BASE Board 

After much research into the Business Model Canvas, we felt strongly 
that some components needed refinement and many things were just 
missing. This is not to disparage the original Business Model Canvas, 
but to evolve it in a manner that is more holistic to serve what startups 
and entrepreneurs need to consider today. Dr. Oserwalder was generous 
enough to release the Canvas via Creative Commons so people could share 
it, tweak it and hopefully evolve it. This is why we used it as a component 
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Key Activities 


Value Propositions 


Who are our key partners? 


What key activities do our 
value propositions require? 


What value do we deliver 
to the customer? 


Customer Relationships 

How do we get, keep and 
grow customers? 


Customer Segments 




For whom are we creating 
value? 


Who are our key 
supporters? 

Which key resources are 
we acquiring from 
partners? 

Which key activities do 
partners perform? 


Our distribution channels? 
Customer relationships? 
Revenue streams? 


Which one of our 
customers' problems are 
we helping to solve? 

What bundles o^roducts 
and services are we 
offering to each segment? 


Which customer 
relationships have we 
established? 

How are they integrated 
with the rest of our 
business model? 

How costly are they? 


Who are our most 
important customers? 

What are the customer 
archetypes? 


Key Resources 


All 


Which customer needs are 
we satisfying? 


Channels 


m 


What key resources do our 
value propositions require? 

Our distribution channels? 

Customer relationships? 


What is the minimum v 


Through which channels do 
your customer segments 
want to be reached? 

How do other companies 
reach them how? 

Which ones work best? 


Revenue streams? 


Which ones are most cost* 
efficient? 


Cost Structure 

What are the most important costs inherent to our 
business model? 

Which key resources are most expensive? 

Which key activities are most expensive? 




Revenue Streams 

For what value are our customers really willing to pay? 
For what do they currently pay? 

What is the revenue model? 

What are the pricing tactics? 
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Figure 7.5 Business Model Canvas' 

to build the Business Approach & Structure Elements (BASE) Board. The 
BASE Board is intended to provide a graphical guide to evolving a busi¬ 
ness approach and related products/solutions. It includes the following 
modules in four connected groups (Envisioning, Assessing Opportunity, 
Evolving Strategy and Operations) and is shown in Figure 7.6. 

Before you start: Before we dive into breaking down each section you 
will want to print a copy or draft the rough structure on a whiteboard. 

You will also need lots of Post-it notes and ways to record the result and 
decisions. 


Important to Note: Though the components and considerations herein 
are hy no means exhaustive, they should help guide your thinking, inquiry 
and strategy development. So let’s begin our review of the Board. 

Envisioning 

This hearkens back to Chapter 5 and Chapter 6 and the Entrepreneur 

(En) and the Idea (Id) functions of the equation, respectively. 

Me: This is related to the Entrepreneur (En) part of the equation that 
we discussed in Chapter 5. You will want to know your personality 
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type and approach element from that part of the equation. 

Questions to consider: 

What are my motivations/interests? 

What are my strengths/weaknesses? 

How do these all play into this effort? 

Where do I see myself as an entrepreneur in five years? 

My Idea: This is related to the Idea (Id) part of the equation that we 
discussed in Chapter 6. We discussed the core elements that make up 
an idea and the generation elements that foster the process of cre¬ 
ating and refining your idea. It’s about setting your vision down on 
paper and outlining what it is your startup is looking to achieve. Re¬ 
member, a good idea is only the beginning and is not enough. All 
strategy must be developed with a bias for implementation. Also, do 
not try to qualify your perception or desire regarding your idea. Deal 
with the realities you determine. In some cases you may discover 
that your idea does not represent an opportunity. This should moti¬ 
vate you to adjust your original vision to something from which you 
can build a business. Questions to consider: 

What is my idea? 

How did 1 get this idea? 

Is this idea something 1 am passionate about? 

What is my company name? 

What do 1 want customers to think about my company? 

What do 1 envision my company will become in five years? 

Assessing Opportunity 

After you have envisioned the idea and the core vision of the startup, you 
must move quickly to assess the opportunity. If there is a market, there’s 
most likely competition existing in another form. 

The Opportunity: Here are the questions to consider as you develop 
the opportunity: 

What does our business do? 

How will we make money? (What is our product/service) 


82 


THE STARTUP EOUATION 


What trends support our business? 

• What do others think of this idea? 

The Market: Here are the questions to consider as you evaluate the 
market for your opportunity: 

How big is the potential opportunity? 

What should be our initial market focus? 

• Who is our real competition? Why? 

• Who are our customers? 

What do we know about them? 

Why would they buy our product/service? (Features, Benefits, 
Value) 

How will we reach them? 

• Other customer segments/revenue streams? 

After you have identified the opportunity and market, you will 
need to do research on the market and opportunity to understand your 
Competitive Advantage (Cad). Perform a SWOT analysis (Strengths, 
Weaknesses, Opportunities and Threats) and talk with the team to help 
identify how you should differentiate yourself from competitors and win 
customers. You will also need to get a sense for what resources you will 
need to deal with the SWOT analysis. Here are questions to consider for 
each part of the SWOT analysis: 

Strengths: What are the strengths of our company? Our people? 
Major revenue streams? Special Sauce? 

Weaknesses: Internal weaknesses? Lacking skill sets? Resources? 
Negative perceptions? Place in the race? 

Opportunities: Hot market or trend? Unique niche/hole in the mar¬ 
ket? Changing business climate or customer needs? 

Threats: Timing? R&D Time? Money? Competition? Market condi¬ 
tions? Change in laws/government policy? 

Necessary resources: Finally, you will have to make some estimates 
on the resources needed to execute on this opportunity. Here are 
questions to consider related to the resources you will need: 



what skills/people do we need? 

What partners do we need? 

What money, facilities and/or equipment do we need? 

What strategy help do we need (marketing, financial, other)? 

Evolving Strategy 

Evolving strategy is about defining how you go to market with your 
startup, including things like sales strategy, marketing campaigns, and 
product messaging, as well as your operations, financial processes and how 
you will go to market. 

Company Goals: This is related to the Idea (Id) part of the equation 
that discusses your vision and mission. These goals are what you 
want to achieve with the business and build from the vision and 
mission. Here are the questions to consider: 

What do we want to achieve? Why? How? For whom? 

What is our mission statement? 

How will this goal translate to our value proposition? Business op¬ 
erations? 

Value Proposition: This is also related to the Idea (Id) part of the 
equation that discusses your vision and mission. It connects the vi¬ 
sion and mission with the goals to focus on the specific Value Prop¬ 
osition (Vap) you deliver to the customer by solving a specific 
problem. Here are the questions to consider as you work to create 
the value proposition for your startup: 

What is our value to our customer? 

What is our stated value proposition? 

How is this value driven by our goals/mission? 

Marketing, Sales and Go-to-Market Strategy: This is related to the 
Marketing (Ma) and Sales (Sa) part of the equation that we cover in 
Chapters 13 and 14, respectively. While they are covered later in the 
book, here are some questions to consider now: 

Who are our customer segments? How will we reach them? 

What type of relationship do we want with them? 


How will our marketing and sales operations support our goals and 

desired customer relationships? 

Operations and Financial: This is related to both the Solution (So) 
part of the equation where we dive into financial models later in this 
chapter as well as the funding chapter that supports your ongoing 
operations. We consider financials and operations to include Reve¬ 
nue/Profit Model (Rev) and Cost Structure (Cos). The Revenue/ 
Profit Model (Rev) focuses on what customers are really willing to 
pay for the value you’re providing, and it involves pricing tactics 
to discover your best revenue model. For Cost Structure (Cos), there 
are important costs inherent in your business, including acquisition 
costs, key resources, and activities that affect your profitability. Here 
are the questions to consider as you construct the operations and 
financial strategy for your startup: 

Where will our company be based? 

How will our management be structured? 

What permits or licensing do we need? 

Where does our revenue come from? 

How much money do we need to get started? 

How much do we need to achieve critical mass? 

How does money flow through our business? 

What are our cost centers? Profit centers? 

Even through we are just getting started, what is our exit strategy? 

Investor buy-back? Acquisition? IPO? 

Operations 

Even though we mentioned Operations in the previous section, the dis¬ 
cussion was focused on the strategy you propose to execute on. This final 
section of the BASE Board will seem familiar because many of the com¬ 
ponents are from the original Business Model Canvas. As we stated ear¬ 
lier, this is a great tool shared with the world via Creative Commons, and 
we have decided to include what we consider relevant at the proper stage 
for consideration by the entrepreneur designing a business. 
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Key Activities, Players & Partners: To get your operations run¬ 
ning at full steam, you need a baseline of the key activities, partners 
and players. Key activities include Problem, Solution, and Metrics 
(Psm) that will create a foundation of measurement. Key players in¬ 
clude the partners, resources, and required activities to make your 
business successful. Here are some questions to consider: 

Who are the key people in our company? What are their strengths? 

Who are our key partners? What value do they bring to our com¬ 
pany? 

• How do we deliver value to the customer? 

What activities accomplish our goals? Development (Creative, 

R&D)? Production? Promotion? 

Are these activities daily? Occasional? Seasonal? 

Customer Segments & Relationships: The next parts of your oper¬ 
ations that you must detail out are Customer Segmentation (Csg) 
and Customer Relationships (Rel). For Customer Segmentation 
(Csg), you must know who you’re creating value for, the identity of 
your most important customers, and the archetypes or personas of 
your ideal customer. For Customer Relationships (Rel), it’s about 
getting, keeping, and growing customers by reviewing what relation¬ 
ships have heen established, how they integrate with the business 
model, and how much they cost the business. Here are some ques¬ 
tions to consider: 

Is there 'Tow hanging fruit” we can immediately capture with our 

product/service? 

Do we appeal to the mass market? Just a niche? Are we national? 

Local? 

What type of relationship do we want with our customers? 

What do we want them to think about us? Feel about us? 

How will our company’s operations accomplish this? 

Channels: This is about how you use Solution Channels (Chn) to 
reach customers. Look at how others reach them now, assess what’s 
most efficient, and weigh which ones work for you. With the Solution 
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Channels (Chn) you will apply the Approach elements of the Solution 
(So) part of the equation. Here’s a breakdown of those approaches: 

• Fixed Retail (Fix): A fixed location for your business. 
Pop-up/Mobile Retail (Pop): A temporary or mobile location for 
your business. 

Physical Product (Prd): A manufactured product to sell. 

Franchise (Fra): A business model that can become or already is a 
franchise. 

• Online Presence (Web): A presence on the Internet, most com¬ 
monly a website. 

Mobile App (App): A mobile application as a product or platform 
for your products/services. 

E-commerce (Ecm): A web-based digital storefront. 

In a perfect world, you would be able to launch as many ap¬ 
proaches as possible when starting your business. And both of us 
have seen many businesses fall fiat on their faces by doing so. In or¬ 
der to see which approach to start with, ask yourself the following 
questions: 

• How can we reach our customers? 

What messages do we need to convey? How do they change over 
time? 

How do we introduce ourselves? And how do we maintain the rela¬ 
tionship after the sale? 

Do I need a physical location to start selling or can I start with a 
temporary one? 

Is the core thing I am selling a physical product? If so, what is the 
leanest way I can build it in order to start testing the concept and 
making money? 

Is my business model one that can be easily replicated and sold? 

• Do I absolutely need an online presence to start generating 
revenue? 

Do I absolutely need a mobile application to start or can I test my 
business idea another way? 
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Growth: This relates to the Scale (Sc) function of the equation and 
helps address a key factor in your startup’s life - what will the busi¬ 
ness look like long term? Here are some questions to consider: 

How do our goals, mission and value proposition translate to 
growth? 

How should we grow? Why? How fast? Where? 

Are there any immediate opportunities for growth? 

How will this growth be managed? 

Assessment and Adjustment: This explores the metrics and mea¬ 
surement to refine and improve your company’s performance. An ex¬ 
ample of a metric is Customer Acquisition Cost (Cac) where once 
you begin to understand your customer channels, you must refine 
the cost to acquire customers so you can improve the cost structure 
of your business. Over time this will help you chart a path for growth 
and scale to achieve success. Here are some questions to consider: 

How will we monitor and assess what we do? 

What measures will we employ for our key activities? 

How will we handle customer issues? Questions? Complaints? 
How will we handle problems? PR? Communications with Stake¬ 
holders? 

How often will we review company performance? 

Many times we want to come out of the gate with everything per¬ 
fect. But that is the best way to lose thousands of dollars. Instead, ask 
yourself the hard questions and keep your initial approach as lean as 
possible. 

EXERCISE: CraftYourOwn BASE Board 

The principles, concepts and frameworks we just reviewed are 
covered in this book but as a preparation exercise complete the 
following: 

• Review the Diagram earlier in this chapter -"Lean Startup Model 
Explained" 
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• Review the Business Model Canvas basics covered in this book 
and in greater detail in the book Business Model Generation by 
Alexander Osterwalder. 

• Review the Business Approach & Structure Elements (BASE) Board 
on the following page and using this section and the descriptions 
on the diagram build out your own on paper or on a white board. 

• Before you start: Like we said before, before you dive into breaking 
down each section you will want to print a copy or draft the rough 
structure of the BASE Board on a white board. You will also need lots 
of Post-It notes and ways to record the result and decisions. 


Exploring BASE Model Scenarios 

As you begin to test your BASE Board design, you may want to begin 
to explore some popular structures or “scenarios” used by startups. We 
have outlined below what we consider the most common in use today: 
Expertise: This business model leverages the expertise of you and 
your co-founders, like a consulting or professional services business. 

• Collaborative Consumption: The model of collaborative consump¬ 
tion (e.g., the sharing economy) is about leveraging what you own to 
create income from underutilized resources. Uber and AirBnB use 
this model. 

Freemium/Subscription: In many cases, people want to use your 
service before buying. Startups provide a free version that attracts 
people with the goal of moving customers to a paid, premium version 
of the product. Examples of this model include Freshbooks and 
Dropbox. 

• Licenses: When your business model licenses the intellectual 
property of someone, usually an inventor, it takes that license and 
transforms it into a viable business. Under Armor and 180s Apparel 
use this model. 

Collaborative Creation: This model leverages thousands of people 
to solve a certain problem, a portion of a larger problem, or 



build/improve a product. Linux, Wikipedia, and Threadless have ad¬ 
opted this model. 

Network Marketing: Network marketing, also known as multi-level 
marketing (MLM), has proven a successful model for some large 
companies. The sales force is compensated for sales they personally 
generate and for the sales of other salespeople they recruit. It’s a cor¬ 
nerstone of this model as demonstrated by companies like Amway, 
Herbalife, and Pampered Chef. 

Communities: Businesses using this model leverage the power of so¬ 
cial ties to deepen experiences and encourage consumers to share 
common interests, activities, and the offerings that support them. 
Social networks and opinion sites like Facebook, Twitter, Yelp, and 
TripAdvisor make use of this model. 

• Auctions: Making use of supply and demand curves to create a mar¬ 
ketplace, this model supports people bidding on products and ser¬ 
vices they need. Companies like eBay and Live Auctioneers paved the 
way for businesses to use this model online. 

Your business model may not leverage any of these models, but it’s 
important to have a good understanding of these basic models to help 
you weigh all your options. We will dive into these “scenarios” at the end 
of the book when we bring the equation together and show how they are 
put into practice. 

EXERCISE. Selecting some Solution Structures to Test 

In preparation to create your BASE board you should decide on the 
structure for your startup. Work through the following questions to 
identify this strategy: 

1 . Which scenarios mightapplyto my business? 

2. Is there more than one scenario that will work? Will it be 
complementary? Will it be part of a tiered strategy? 

3. Which structures will work with my startup? 

Once you have decided on these, make note of them and put them 
aside for use at the end of this book when you build your own Startup 
Equation. 


THOUGHTS ON FINANCIAL MODELS 


Do you need a financial model, too? Yes and no. Financial models are 
always wrong, but it’s important to create one anyway. We know that 
sounds provocative, but financial modeling is more about the thought 
process than the model itself. During our walkthrough of the BASE 
Board design we discussed this process in the Evolving Strategy clus¬ 
ter on the BASE Board. The Einancial building block included relevant 
Solution elements like Revenue/Profit Model (Rev) and Cost Structure 
(Cos). Customers are really willing to pay for the value you’re provid¬ 
ing. It also involves pricing tactics to discover your best Revenue/Profit 
Model (Rev). Then there’s Cost Structure (Cost), which includes im¬ 
portant costs inherent to your business, including acquisition costs, key 
resources, and activities affecting profitability. 

So, what is a financial model? 

It’s a discussion about what you believe will happen. 

It’s an assessment of your realism (e.g., revenues and costs). 

It’s a statement about your assumptions. 

It’s a way to visualize how your business actually works. 

A financial model is not: 

All about the numbers. 

A hockey stick. 

A waste of time. 

Simple financial models are about three things: cash (how much do 
you have), expenses (how much you spend), and revenue (how much 
money you make and how you expect to make money). To build the fi¬ 
nancial model for your startup, we’ve pulled together a five-step process 
for you: 

Step 1: Understanding the Drivers of Revenue 

How much does your company make? 

What affects how much your company makes? 

If you make money from users, how much does revenue increase as 
growth occurs? 
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If you sell goods, how does cost of goods impact revenue as you 
grow? 

What’s a reasonable and logical calculation for customer 
conversions? 

• Know that expectations of early-stage revenue isn’t the primary 
driver. 

Step 2: Understanding the Drivers of Expenses 

What do you need to spend money on? 

People 
Marketing 
• Operations 

What affects how much your company spends? 

Step 3: income Statement 

Create an income statement showing profitsAosses for a specific period. 

Step 4: Balance Sheet 

Create a balance sheet to take a snapshot of your company at one 
instant in time. 

Start by building the right side (i.e., Total Liabilities and Total 
Equity) and then the left side (i.e., Total Assets); the left and right 
sides should be equal. 

Step 5: Cash Flow Statement 

Cash is king. The cash flow statement is most important to a startup 
because it will tell you whether you can do essential tasks, like pay 
employees and the bills. 

As you answer these questions and build these financial elements, 
it’s easy to get overwhelmed. Take it one step at a time. There are a ton of 
templates available to get you started. If you’re unsure about anything, 
reach out to your network. They can help fill in the blanks. 
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Financial Modeling Do's and Don'ts 

• DO the income statement first, followed by the balance sheet. 

DO stay conservative with your assumptions. 

DO underpromise and overdeliver. 

• DO spend time thinking about what drives revenues and expenses. 
DO give yourself room to iterate the business before you run out of 
money, with a cushion to raise additional funds when 3-6 months of 
cash remain. 

DON’T justify early financial decisions with inflated forecasts. 

DON’T project negative cash. Raise enough equity or debt to cover 
losses. 

• DON’T forget to look at the model and update it monthly with real 
numbers. 

Remember that creating a financial model forces an entrepreneur to 
outline in detail how a business works. It highlights how a company cre¬ 
ates its products, how users and customers find and use its products, and 
how those processes create revenues and expenses. The end result pro¬ 
vides a set of operational metrics, financial statements, and the “finan¬ 
cial equation” of your business. 


EX ERCISE: Create Your First Financial Model 

After you have worked through the previous exercises to create your 
SEED board along with your approach and structures, you will need 
to put some real numbers behind it. Here are some things you can do 
to get started on your financial model: 

1. Focus on expenses: You've probably spent a great deal of time 
thinking about your product, users, marketing, and even the exit. 
All ofthese things involve costs, so start your financial model by 
estimating your expenses. 



2. Outline how the product or service is built, marketed, sold and 
delivered: Create your revenue plan with a concrete, bottom-up 
look at what's required to take your product or service from a 
plan to the customer. Your financial model will vary depending 
on the type of business and business model. 

3. Analyze your assumptions and your market. Benchmark your 
projections: Start digging into what your model means. How big 
is the market for your product or service? Who are the competi¬ 
tors and what size of the market do they control? How big a mar¬ 
ket do you think you'll need in three months, six months, and one 
year? 

4. Create detailed financial statements: Depending on your cur¬ 
rent stage, you may need to create more detailed financial state¬ 
ments. These statements can include a balance sheet, cash flows, 
financing structure, and capitalization table.This will require a bit 
of finance and accounting knowledge. You can always search the 
web for financial model templates, plus talk to other entrepre¬ 
neurs, potential investors, and consultants. 

Ultimately, you can only learn by doing. One other piece of ad¬ 
vice: Don't hire someone Just to build a financial model. Get an advi¬ 
sor, a mentor, an investor, and build a model together. It's the startup 
version of being taught how to fish. Then, go fish. 


BUILDING YOUR MINIMUM VIABLE PRODUCT 

Minimum viable product (MVP) means different things to different 
people. So let’s start with what we mean. Eric Ries provided one of the 
earliest definitions of MVP: 

A Minimum Viable Product is that version of a new product which al¬ 
lows a team to collect the maximum amount of validated learning 
about customers with the least effort. 


We want to refine and expand this definition a hit. An MVP is the 
minimum solution required to launch and test if you’re solving your cus¬ 
tomer’s specific problem and whether it’s satisfying their need. An MVP 
has three key characteristics: 

It has enough value that people are willing to use it or huy it initially. 

■ It demonstrates enough future benefit to retain early adopters. 

It provides a feedback loop to guide future development. 

As you can see in Figure 7.7, a business can leverage that feedback to 
create an improved, minimum viable product for the next round of cus¬ 
tomer feedback. We believe that after some brief rounds of this show- 
and-tell, you’ll have an MVP. 

What qualifies as an MVP? Here are a few examples from the Ulti¬ 
mate Guide to MVPs that might apply to your business.^ 

Explainer Video: An explainer video is a short video or animation 
that walks through what your product does and why people should 
buy it. 

Landing Page: A landing page quickly communicates the value of 
your offering, addresses objections, and calls the visitor to action. But 
wait a second. Isn’t a landing page a marketing tool? Sure, but it’s also 
an MVP. The landing page validates your Value Proposition (Vap). 

Wizard of Oz MVP: A Wizard of Oz MVP involves putting up a front 
that looks like a working product, but you manually carry out product 
functions. It’s also known as “fiintstoning.” 

Concierge MVP: Instead of providing a product, you start with a 
manual service, but not just any service. The service should consist of 
exactly the same steps people would follow using your actual product. 
Piecemeal MVP: This strategy is a blend between the Wizard of 
Oz and Concierge approaches. Again, you emulate the steps people 
would go through using your product as you envision it with existing 
tools. 

Raise Funds from Customers: This is a special case of “sell it before 
you build it.” The basic idea is simple. Launch a crowdfunding cam¬ 
paign on platforms like Kickstarter, IndieGoGo, and RocketHub. 
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With a successful crowdfunding campaign, you earn a tribe of early 
adopters and raving fans. Of course, crowdfunding will not work for 
just any type of product. 

Single-Feature MVP: Some of the most successful applications 
started out with a simple feature. Remember Google and Dropbox 
when they started? It’s interesting that these two remain relatively 
the same as when they first launched. 

The whole point of the MVP is to avoid burning money on a prod¬ 
uct no one will use. Get creative and think hard about what minimum 
thing you can do now to make sure you don’t waste money. But how do 
you choose? 


EXERCISE: CreatingYourMVP 

Now it's time to figure out your startup's MVP. Answer the foiiowing: 

• Define the Minimum Viable Product for your own startup. 

• How wiii you go about testing the functionaiity of your MVP? 

• What wouid you consider success? 

• Can the MVP faii to meet the criteria? 

• Can you remove any features? 

As you begin diving into your MVR consider the foiiowing: 

1. Set a VERY, VERY clear goal for yourself. There's a certain energy 
that comes when starting a business. Usuaiiy a person gets 
amped up and wants to Jump in head first to get started right 
away. That energy is infectious and amazing on so many ievels. 
Keep it, but give yourseif a direction in which to jump. You can do 
that by setting very ciear goais.Then, set a date and time to com¬ 
plete for that goal. The clearer the goal, the better. 

For example, in order to test my MVP, I wiii reach out to 
twenty peopie who support me by October 24,2015, at noon. 
Having a very specific goai aiiows you to know what you're 
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working towards, as weli as helping you find ways to move 
towards that goal. Add in three smaii actionabie steps to take 
towards achieving this goal and have the first one be asking your 
network for heip. 

Aiso, asyou set these goais, add in metrics for yourseif. You 
can't know what you're trying to achieve uniess you've decided 
what to measure. 

2. Use your network. Each of us has a network. This network can 
consist of famiiy, friends, colieagues, and sociai connections, if 
there are things that you need or if you require help finding your 
direction, then aii you have to do is ask. You may be saying to 
yourseif,"i wouid ioveto, but if i ask, then i'li iooklikeafaiiure." 
Actuaily, it's quite the opposite. When we get vuinerabie and 
utiiize the people within our network, we're strengthening that 
reiationship and aliowing for peopie to feel like they're a part of 
buiiding your company with you. Peopie wiii be more invested 
and wiii want to see you succeed if they feei a connection to you 
and your business. 

There wiii aiso be times when your network does not have 
the answer or the resource you need, if that's the case, have them 
reach out to their network on behalf of you. For every person 
you know and are connected to, they have at least a dozen 
people in their network. You never know what might come 
from just asking. 

3. Listen.There's an oid saying: "You have two ears and one mouth 
for a reason." We never have ali the answers. By taking the time to 
iisten to feedback from clients, customers, empioyees, and part¬ 
ners, we can aliow ourseives to identify problems quickly, as well 
as their potentiai soiutions. 

Interesting exercise, isn't it? Once you have understood what 
your MVP is and what a successfui test looks like, then you are ready 
to reach out to your network and start testing. Spending the extra 
time now wiii save you time and money iater. 



NVP EXPLAINED 7 V 



INITIAL PLANNING 



ML/P DEVELOPMENT MVP DEVELOPMENT 


*Data Source: Harvard Busirjess Review 
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VISIO^ WITHOUT EXECUTION 
IS JUST BULLSHIT 


The difference between a dreamer and an entrepreneur is the entrepre¬ 
neur actually goes and does it. This level of execution begins with things 
like a minimum viable product. It also requires developing a process to 
get customers. This is known in the startup world as the Customer De¬ 
velopment Model (CDM). 

Originally described by Steve Blank in his book The Four Steps to the 
Epiphany, Blank defines CDM as “a set of objectives and milestones that 
are meaningful for a startup.” In practical terms, Blank’s model is a way 
of questioning the assumptions underpinning a startup by systemati¬ 
cally testing them in the marketplace. The CDM process consists of four 
distinct but connected steps. 

1 Customer discovery: Focus on understanding your customers, their 
problems, their preferences, and their buying behavior. 

2 Customer validation: Develop a replicable sales process, an essen¬ 
tial step in scaling a business. 

3 Customer creation: Generate demand, and identify and tease out 
potential customers. 

4 Company building: Focus on building your organization to scale and 
executing the business plan. 

At this stage, you’ll focus your energy on the first two stages: cus¬ 
tomer discovery and customer validation. This is related to the Startup 
Equation Elements Customer Segmentation (Csg) and Customer Rela¬ 
tionships (Rel). 

You’ll notice that several items in Figure 7.8 have been discussed 
in this chapter. In coming chapters, we’ll address the sales and market¬ 
ing roadmap as well as scaling the organization, which involves the latter 
two stages of Company Creation and Company Building. 

THE ART OF THE PIVOT 

what happens when you realize that the original business model isn’t 
working as planned? Sometimes entrepreneurs will immediately blame 
their staff or the economy. More often than not, however, if something 
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isn’t working, then it may only require tweaking and reconfiguring your 
business model. Look again at Figure 7.8. 

The first two stages, customer discovery and customer validation, 
are all about tweaking, particularly the validation stage, as it shows when 












you must alter or modify the direction you’re taking. In other words, a 
pivot. Here are some common pivot points that your startup may need.^ 

Customer Pivot: Your business does not exist without a customer 
hase. The sole objective of every company is to address the needs and 
problems their customers face. If you’re not doing that, then you’re 
not actually running a business. 

Technology Pivot: When building an app or a platform, it’s some¬ 
times hard to scrap the way the technology works. But startup suc¬ 
cess is less about the technology that you or your engineers create 
and more about solving a problem as you learn more and more about 
your customer base. 

Product Pivot: You may have a product that really speaks to your cus¬ 
tomers, but what happens when that need no longer exists? Just 
because you’re known for one product now doesn’t mean that you’ll 
always be known for that product. 

Market Segment Pivot: There are times when you have the right 
product, but the wrong customer base, so you make a market seg¬ 
ment pivot. Usually a key indicator is that the customers you’re 
targeting aren’t buying your product. 

• Revenue Model Pivot: Sometimes the price is right. Other times, it’s 
hindering your ability to actually make a profit. If you’re having diffi¬ 
culty making money, look at your revenue model. 

Allow yourself to take a hard look at your business and then match 
it against each of these pivots. You may find that everything is working 
out better than expected and that’s fantastic. If not, see if one of these 
pivots makes sense for you. 


Interview with an Entrepreneur: 

MikeTroiano, ActifioCMO 

Mike is one of those guys you like instantly and wouldn’t mind having a 
beer with to talk about pretty much anything. When we asked him for a 
title or one line bio, we got “marketing guy, entrepreneur, lyrical gangsta. 
Actifio CMO.” Yep, that pretty much sums up Mike. 


SEC Mike can you recall any early experiences that shaped you as an 
entrepreneur? 

Troianc I learned a lot from my first attempt. In retrospect, 1 was much 
more interested in starting a company (which is fun) than in building a 
business (which is hard). The latter is about selling, about getting out 
there to engage the world with your product or service in such a way 
that corrupts your initial vision with the external reality. That process 
requires a balance of conviction and flexibility that rarely comes in the 
same individual. 

SEC When was there a time when you failed? What did you learn from it? 

Troianc I was the CEO of a company called Matchmine, a business fo¬ 
cused on media discovery. We failed when we tried to build that business 
from the technology out, instead of from the opportunity back. That 
mistake was mine, and it cost a lot of really good people their jobs. I will 
never make it again. 


GETTING READY . . . 


At this point in your startup journey, you probably have a good idea of 
what you want your business to be and how it might be different and 
valuable. Take a step back and run through the concepts in this chap¬ 
ter to see which elements help you the most. If you want your business 
to succeed, then you, yes YOU, have to begin somewhere. Make sure you 
complete the following exercises located throughout this chapter to get 
yourself ready to build your own unique Startup Equation. 

Forming Your Mission 
Craft Your Own SEED Board 

Identifying Your Business Approach and Structure 
Create Your First Financial Model 
Creating Your MVP 
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Now that you have begun to huild the foundation, you must craft an amaz¬ 
ing experience. You will note that in this group of equation functions are 
four primary functions—Customer Experience (Ce), Team (Te), Cul¬ 
ture (Cu) and Brand (Br). These next few chapters explore how it is 
not just important to huild a product and put it out there hut to craft 
an experience within the company and the way customers perceive and 
experience the company too. 

The Way This Part of the Equation Works 

A business is only as good as the experience. This rule applies to both em¬ 
ployees and customers. We look to this section of the equation to find the 
answers that will help you dig in and craft the experience that you want 
people to have when they choose your business. 

Culture (Cu) Elements 

Building company Culture (Cu) requires more than having Bourbon Fri¬ 
days and flextime. It’s about aligning every employee with the company’s 
mission and values with the goal of empowering them as evangelists for 
the brand. In Chapter 8, we will explore the sub-groups of Core and Additive 
elements that can help embody your culture and give people something 
to believe in. 


Team (Te) Elements 

Great leaders build companies with the support of great, long-term Team 
(Te) members. Sometimes that means actually leading and sometimes it 
means knowing when to step away and let people do their jobs. In Chap¬ 
ter 9, we’ll explore how to find the best members for your Core and your 
Extended that will support your business even through the toughest of 
times. 

Customer Experience (Ce) Elements 

As technology evolves, so does the way we create a way to engage with 
our Customer Experience (Ce). In Chapter 10, we will help you tackle 
this challenge and walk through the element sub-groups of Programs and 
Testing that you can use to find what works for you and your business. 

Brand (Br) Elements 

Brand (Br) plays a vital role in every business. The brand you adopt tells 
people how to engage with your business and if you’re a good match. In 
Chapter 11, we’ll explore the element sub-groups of your brand Identity 
and how you leverage brand Senses to consistently deliver an experience 
that will keep your customers coming back for more. 

So let’s get started ... 
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Your brand is your culture. 


Culture of Wow 


R ichard Branson is no ordinary entrepreneur. He dropped out of 
school at fifteen, and despite suffering from dyslexia and attention 
deficit disorder, went on to found Virgin Group, a business empire 
that includes more than 370 different companies. He embodies the Cul¬ 
ture of WOW. 

In an interview with HR Magazine in 2010, Branson stated, “1 
started Virgin with a philosophy that if staffs are happy, customers will 
follow. It can’t just be me that sets the culture when we recruit people. I 
have a really great set of CEOs across our businesses who live and breathe 
the Virgin brand and who are entrepreneurs themselves.” 

Anyone can build this type of brand loyalty. But once you have 
your solution figured out, you have to become dedicated to developing a 
meaningful cultural experience and finding the right fit for the fans who 
believe in you and your startup. In this chapter, we’ll explore some of the 
cultural elements needed to build this loyalty and help you start building 
your Culture of WOW. 

As you develop your Culture of WOW, there are specific elements 
that you will need to incorporate into your equation: 
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• Values (Val): The basic elements of how we work and the beliefs tied 
to that work. 

• Balance (Bal): Making sure that there is an even distribution of 
weight and importance among areas of your startup and within 
people’s lives. 

• Symbols (Sym): Items that represent the values of your startup. 

• Creativity (Cre): The ability to use imaginative ideas. 

• Stories (Sto): Narratives that can be used to communicate on behalf 
of your startup. 

As we go through the chapter, we’ll walk through how you can find 
each of these elements for your startup and the right mix of elements for 
your team. 


CULTURE STARTS WITH THE PERSON AT THE TOP 

what separates startups from existing companies? Culture plays an 
integral role. At startups, a fun and exciting culture often becomes a 
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Foundation 


Experience 


Growth 


Great businesses begin with that one great idea, and there are some key characteristics in what makes a great idea. One of those aspects is the 
culture you embrace for your startup. In our Startup Table of Dements, we separate Culture (Cu) elements into two categories: Core and Additive. 
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CORE CULTURE (CU) ELEMENTS 


Core culture elements are the fundamental essence and underlying value In what 
makes a company’s culture. Healthy core culture helps increase the productivity 
and growth of an organization. 

VAlues (V«l) 

Your business will eventually need a set of core values to give your company an 
internal guide to live by, preferably something actionable that’s easy for people to 
understand 

Balance (BaI) 

Many entrepreneurs talk about having balance, which can be setting deliberate 
boundaries or seamlessly Integrating work life with your personal IKe. 

Symbols (Sym) 

Symbols represent the values of a company and can act as a calling card and can 
come In many shapes and forms, including logos and phrases. 


ADDITIVE CULTURE (CU) ELEMENTS 


Core culture elements are the fundamental essence and underlying value in what 
makes a compan/s culture. Healthy core culture helps increase the productivity 
and growth of an organization. 

Spaces (Spc) 

Space is a way to Inspire collaborative and social work, while also creating areas for 
individual work and processing of information. 

Perks (Prk) 

Personal creative benefits to motivate your employees, spark creativity in the work¬ 
place and help the organization move forward. 

Education (Edu) 

You never stop learning and it is important to have that constant educational thread 
running through your culture, so that skill sets can increase and morph with the 
changing tides 

Technology (Tec) 

We look to technology to be our research assistant, the center of our businesses, 
and our brain trust It can also help us communicate. 


Creativity (Cre) 

Work environments should be designed to empower creative thought. Creativity 
needs to be embedded in your culture. Creativity fosters innovation. 

Stories (Sto) 

Stories are a direct, proactive way to learn new information because we’re required 
to engage to understand them. 
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cornerstone, but one that adapts to the team. The creation of a great cul¬ 
ture, however, doesn’t happen magically. It takes dedication and a desire 
to invest in improving the lives of every employee. 

Tony Hsieh, the founder of Zappos, knows a thing or two about in¬ 
tentionally building a Culture of WOW from the top.^ Zappos may have 
started out as a company known for selling shoes, hut it’s now equally 
well-known for its culture. It took time for that to happen. Much of what 
Tony learned came through his first company, LinkExchange. In a Tech- 
Crunch interview with Kevin Rose, Tony offered this advice:^ 

From the beginning, company culture was always important. Is this 
someone I would choose to hang out with or grab a drink with, if we 
weren't in business? If the answer was no, we wouldn't hire them. 

Much like a family dynamic, your business will eventually need a set 
of Values (Val) to give your company an internal guide to live by, pref¬ 
erably something actionable that’s easy for people to understand. Iden¬ 
tifying your company’s mission is also key because it serves as a heacon 
for easy reference when you need to confront the question, “What’s the 
reason for my company’s existence?” 

Companies like Zappos and HubSpot built their culture around 
their core values and even let people go when if it becomes apparent 
that the mission and values don’t align with an employee. If you reach a 
point where you think your company needs an established set of values, 
don’t force the issue. Chances are you already have values that dictate 
how you work, but you haven’t articulated them yet. We suggest working 
backwards. 

Observe how you do things. Then, think about why you do them. 
Now you’ve got a good idea of your values. It doesn’t hurt to get input 
from other people. Often the people in your company can recognize the 
daily practices and articulate why you do things a certain way. 

The Relationship Between Space and Culture 

New paradigms of knowledge, education, creation, and technology have 
changed the way we work and interact. We now share knowledge and cre¬ 
ate content collaboratively in a variety of environments. Even though 
the world is our sandbox, a startup’s physical space remains crucial for 
fostering its creative identity and trust. 
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Vince Pan, the founder of Boston-based Analogue Studio, knows a 
lot about bow to design space to fit a culture’s values. We had a chance to 
ask him how he designs great spaces that fit the business and the people. 
What follows is our Q&A with him. 

SEQ; How do you thinkoffice design impacts or affects the company's culture? 

Pan: Obviously, we feel it’s important. There’s a few different ways that 
we feel it affects organizations. One is at a very basic level. How you set 
up your desks says a lot about who you are and how you work and how 
you relate to one another. What we find a lot of times is that when you 
inherit a space, you just start to work in it. Young organizations, they’ve 
got a million things going on, and it’s not one of the top-of-mind things, 
but just thinking about bow you’re placing key members, how you’re 
placing new team members, how you are organizing yourselves and fur¬ 
niture matters. 

SEQ: When entrepreneurs get ready to think of their own space and what 
kind of culture they should create, what should they keep in mind? 

Pan: Generally, the number one thing that we ask is where’s the commu¬ 
nal space? Where is it and how do you use it? How’s it integrating into 
the flow of things, because it can be the heart of an organization or it can 
just be the place where nobody goes depending on where you put it. 


EXERCISE: Setting Your Core Values 

Before you can ask anyone else to believe in you or your business, you 
need to know what it is that YOU beiieve in. A company's vaiues can 
seamiessiy combine with people's individual values. This approach 
changed everything for Zappos and can work for you, too. Start with 
these steps: 

1. Break stakeholders up into small groups. These groups can be 
founders, managers, or anyone who sets the tone for a cohort 
within your company. 

2. Ask them to share their personal values. Send them each an email 
asking them to define in a short phrase the 3-5 key values that 
guide them personally. Feel free to emphasize that you're looking 
for the things that define who they are. 





3. Look for themes. Go through the responses and find themes or re¬ 
peated values.Then, narrow the list down to the 10 values shared 
by the most people. 

4. Take time to reflect. Meet with your small groups and reflect on 
the results. Then collectively brainstorm how you can begin to im¬ 
plement and test these values within your culture. 

5. Share the love. Once you have a game plan In place, share the pro¬ 
cess and the findings with your company, and how you're going to 
test these shared values. 

6. This level of transparency and collaboration will show that you are 
firmly committed to having people get to know and trust one another. 

Then ask the following questions: 

1. What are your beliefs about yourself? What can't you live with¬ 
out? Do you believe that chocolate pudding should flow freely 
through the streets on Fridays? Write down 10-20 things that you 
believe in as a person. 

2. What are your beliefs about the company? Why did you start 
this company? What should this company stand for? Why should 
people buy from you? Make a list of 10-20 things that you believe 
make this company special. 

3. Where do you see overlap? Now, take a look at both lists and circle 
the common answers. Look for those to beyourguldeposts. 

4. What are the top 3-5 values? From this list, pick 3-5 values that you 
want your startup to support. They will be the starting point for 
your Culture of WOW. 

EXERCISE: Unlocking Your Core Values 

It's not always easy to identify the core values of your company. At first, 
they may look like one thing, but as the company grows, those values 
may change as the culture changes. Though you may want them to stay 
the same, it's natural and healthy for them to adapt. From the personal 
values exercise, now focus on the stakeholders and the broader values 
(Val) you will need to determine and work through these questions: 

• What is our company's broader purpose? 


• What impact does our company want to make on the world? 

• What do we want be known for? 

• Flow do we want to treat employees? 

• Flow do we want to treat customers? 

• Why do we act the way we act and do the things we do? 

• What is most important to our employees? 

• What Is most Important to our stakeholders? Exceeding customer 
expectations? 

• What is most important to our customers? 

Based on those answers, consider the values and ethics that are 
needed to help you achieve your broader impact on the world and the 
people who are helping you. By setting the bar together, you empower 
others to focus on what's important, while giving them a sense of own¬ 
ership and accountability. This should focus you on creating a list of 
core values (Val) that your company will stand behind and create an 
enduring culture. 


FINDING THE RIGHT CULTURE MIX 

How is startup culture defined and what makes a startup great? Corey 
McAveeney, founder of Kulturenvy, evaluates startup culture and helps 
companies craft their individual cultural mix. We sat down with her to 
talk about startup culture and her journey as an entrepreneur. 

SEQ: What is startup culture and how is it different from corporate culture? 

McAveeney: Startup culture is a shared set of values, practices, behav¬ 
iors, and beliefs that manifest at companies in the startup environment 
or companies that have outgrown the startup moniker, but are striv¬ 
ing to maintain the high impact, high energy, and cohesion of a high- 
growth team. People want to contribute to something meaningful, and 
the tradeoffs they’re willing to sacrifice are different from what previous 
generations sought from their careers. 

SEQ: Why is it important to measure your startup cuiture? 

McAveeney: Focusing on the effectiveness of various startup culture 
aspects helps companies realize outcomes previously thought to be 


CULTURE OF WOW 


101 








unattainable. Startup culture analysis looks at what tools you use to 
communicate, develop relationships, and how individuals’ behaviors in¬ 
fluence team performance and dynamics. This information, along with a 
customized strategy, helps a team see the potential of its unique culture 
and its impact on daily operations and long-term outcomes. 


Use Symbols (Sym) and Stories (Sto) to Craft Your Culture 

Symbols (Sym) are one of the most dynamic tools an entrepreneur can 
use to help huild their culture. They represent the values of a company 
and can act as a calling card, sort of like membership in a secret cluh. 
Symbols can come in many shapes and forms, including logos, phrases, 
success stories, and images. Entrepreneurs who intentionally introduce 
symbols into company culture do so with the intention of building some¬ 
thing bigger than themselves. 

We’re also told that we should tell stories. Why do stories matter 
to your business and your company culture? Stories (Sto) are a direct, 
easy-to-understand form of communication.^ When we read or hear a 
story, our brains absorb the plot as we try to make sense of it. It’s a pro¬ 
active way to learn new information because we’re required to engage to 
understand the story. 

In a world where people have a lot of choices, the 
story may he the deciding factor. 

—Nick Morgan 

When people talk about your company, they want to share things 
that are relatable and repeatable. By sharing stories with your team, and 
encouraging them to share stories, too, you’re helping people both in and 
outside your business identify with your company and share the compa¬ 
ny’s values and essence in a meaningful way. 


EXERCISE: Honing Your Company Story 

When asked how you started your business, you want to tell a story that 
grabs people's attention, while showcasing how you help solve your 
customers' problems. Here are three ways to hone your story: 
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1. Write it down. Write down your story as you would tell it to some¬ 
one. Use your voice, and focus on being clear and as brief 

as possible. 

2. Identify your add-ins. There are two vital things usually missing 
from every first draft of the founder's story: the emotion and the 
why. People connect with stories through emotion. Try telling your 
story in a way that stirs emotions while explaining why you started 
your company. 

3. Don't be afraid to streamline. Many stories are too long. Details 
important to us may not be important to the listener. Read over 
your story, and you'll likely see some fat you can trim from your 
story. If you need a little extra help, then record yourself or read it 
to a friend for some feedback. 

Remember, a story can make or break a person's connection 
to your startup. Give them something to believe in. 


Utilize Perks (Prk) in the Right Way 

Personal needs motivate most people. To truly engage individuals, look 
for ways to offer people something they value. Startups often can’t afford 
huge monetary rewards or everyone taking time off to go to Costa Rica 
for a week. But you can come up with creative benefits to motivate your 
employees, spark creativity in the workplace, and help the organization 
move forward. Perks (Prk) are a fun, simple tool to help with that very 
thing. We’re talking simple benefits like a Thirsty Thursday or allowing 
dogs at work. Look for ways to engage your employees that don’t require 
big financial commitments. 

Leverage Technology (Tec) and Education (Edu) 
as Weapons of Mass Retention 

Technology (Tec) plays a big role in our startup culture and shapes our 
attitudes about when it’s appropriate to use it. As a result, our increas¬ 
ing comfort with technology has led to a startup culture focused on inno¬ 
vation while larger, slower-moving companies have struggled to adapt. 
Companies like Blackberry, who have dealt with this struggle, find them¬ 
selves left out in the cold and unable to transition. 






As an entrepreneur, you will never stop learning. You will wear many 
hats at the same time and may have to learn on your feet. However, by 
making it a point to educate yourself about what’s most important in 
each area of your business, and doing it efficiently, you can make your 
business a success. 

Even as your startup grows into a small business, your team’s desire 
to continue their individual Education (Edu) will be crucial. As trends 
and industries change, it’s even more important to have that constant 
educational thread running through your culture, so that skill sets can 
increase and morph with the changing tides. Of course, education comes 
in many forms. Whether you choose formal classes like those found on 
Lynda.com or an informal option like a mentorship, find the right mix 
of education that supports your efforts and your team’s efforts to stay 
ahead of the curve. 


CREATING THE RIGHT CULTURAL BALANCE 

We all make hiring mistakes. It’s a common mistake to hire someone who 
seems similar to you. You’re often looking for balance, and hiring your 
twin doesn’t provide that balance. Depending on your industry, it can 
prove challenging to get good people, but it’s worth the effort to get the 
hire right the first time. So instead of hiring another version of you, we 
suggest look for the following qualities: 

1. Complementary Skills: You don’t need someone who has your exact 
skill set unless you plan to take a sabbatical or you expect this person 
to take your place. 

2. Willing to Disagree: Some of the most amazing breakthroughs 
come when your opinions are challenged. By building a team with 
different perspectives, you’ll boost the potential for idea generation 
and add constructive criticism to the discussion. If your employees 
don’t feel comfortable speaking up and offering valid feedback, you 
can’t support an innovative culture. 

The Hiring Gut Test 

Over time, you’ll need to practice relying on your gut. It’s easier said than 
done. We’ve all probably had a moment when we didn’t know how to trust 
our gut or believed it’s wrong. It took us a long time to trust our guts. 


For instance, during new employee interviews, Ja-Nae discovered 
that she’d feel an initial reaction that was quickly followed by an imme¬ 
diate, secondary reaction that seemed much stronger. So, she went with 
that second reaction. 

“Of course,” said Ja-Nae, “Every time I followed that second reac¬ 
tion and jumped in head first, it turned into a disaster.” However, once she 
found a way to trust her gut, Ja-Nae still wondered if she missed an oppor¬ 
tunity to hire the next superstar. “The key for me was focusing on my ini¬ 
tial impressions and incorporating a method for evaluating a candidate 
against what I knew the company needed.” We’ve discovered three ways to 
help you identify potential candidates so you can learn to trust your gut. 

Invite Others to the Hiring Process 

Even if you’re a company of one, bring in at least two trusted colleagues 
to assist with the process. It allows you to see how candidates interact 
with other people and shows you how others interview. 

Test Your Candidates 

Anyone can learn your business, but not everyone comes with the skill 
set and ability to fit your company culture. Start by creating a 3-5 ques¬ 
tion test that immerses candidates in your culture and provides a chance 
to demonstrate their abilities. Provide scenarios they may encounter in 
their potential job to see how they tackle a problem. 

Measure on Passion and Potential 

Many things can be learned, but passion cannot. As you explore can¬ 
didates, identify their passions and if they align with your company’s 
values. But how do you measure passion? As part of the hiring pro¬ 
cess, assign a small, test project related to your company. Then, look at 
two things: (1) the results of the project and (2) how the candidate ap¬ 
proached the project. Did they reveal an inner drive that you can tap and 
direct? If so, you’ve found someone you can nurture who will help build 
your business. 

You may have heard the saying that not everyone auditions well. The 
same is true with interviews. Use your gut to weed out the “absolutely 
nots,” then, test run the candidates who show potential, but you’re just 
not sure of. You may be surprised at what you discover when you give 
someone a chance. 
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Culture Snapshot: Fresh Tilled Soil 

Fresh Tilled Soil, a Boston-based creative services firm that prides itself 
on bespoke or custom-built applications, worked with Kulturenvy to de¬ 
velop a stellar culture. Corey McAveeny describes them as “a small team 
with impressive ambition. They’re able to move in fast due in large part 
to their culture. It’s not a culture they manufactured overnight.” 

Defining Respectful Boundaries 

The lines can blur when you’re an entrepreneur. When Ja-Nae started 
Wild Women Entrepreneurs, she started it with three friends. Then came 
the problem. How do you tell a friend you don’t think they’re working 
smart enough? 

Ja-Nae’s decision didn’t have long-term consequences, but it did 
highlight that hiring friends comes with issues. Of course, it’s not au¬ 
tomatically a mistake to hire someone you have a personal relationship 
with (after all, we’re married and writing this book together). However, 
it requires setting boundaries and benchmarks that everyone agrees to. 
Here are three ways to find the perfect balance: 

1. Set Parameters: Before you ever have that first conversation with a 
friend about working together, know your limits. How will you han¬ 
dle mistakes? Know and accept where your lines are before you try to 
draw the line with anyone else. 

2. Set Standards: You may want to treat everyone equally, but it’s some¬ 
times impossible. One time, Ja-Nae served as Director of Market¬ 
ing at a startup whose CEO hired his mother-in-law as a graphic de¬ 
signer, but she reported to Ja-Nae. You can guess whose opinion the 
CEO supported and which startup is now trying to fund raise again. 

If you bring on a friend or family member that reports to some¬ 
one else, make it clear their direct boss has the final say. If this person 
reports to you, remove all ambiguity by setting specific expectations. 

3. Set Benchmarks: Not everything is quantitative, but many jobs 
have quantitative aspects. Settle on mutually agreed benchmarks. 
Then, if performance issues arise, you both have a foundation for 
that conversation. Also, we’ve talked about hiring friends, but what 
about a business romance? 

We’ve seen it happen over and over. As the owner, you need to 
be extremely careful. People have lost their businesses over a fling. If 
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KULTURENVY PROFILE: FRESH TILLED SOIL 
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Figure 8.3 Kulturenvy Culture Profile: Fresh Tilled Soil 














you’re truly in love, do yourself and the other person a favor and put 
an agreement in writing. It sounds cold, but don’t underestimate the 
cost of a business romance gone bad. 

SUPPORTING BALANCE, PREVENTING BURNOUT 

Pursuing an entrepreneur’s life means needing to consider the difficul¬ 
ties that tend to come with this choice. Among entrepreneurs, the ques¬ 
tion of balance comes up often. Though many entrepreneurs talk about 
having Balance (bal), they don’t explain how to make it a priority when 
the list of to-dos gets really long. 

The balancing act is different for everyone, but equilibrium is pos¬ 
sible even for you! Some entrepreneurs set deliberate boundaries while 
others seamlessly integrate their work life with their personal life (if such 
a thing exists). Many entrepreneurs only manage a haphazard home life 
while forging full steam ahead professionally. It’s very easy to lose your¬ 
self in the process. However, if a balance isn’t found, you’ll burn out. 

When you feel your productivity slowing, spend twenty minutes do¬ 
ing something else. Ja-Nae will read, break out her sketchpad, or head 
to the piano. Find activities that help you reenergize so when you come 
back to that list, you’re ready to tackle it again. While Ja-Nae relies on 
more “mental” activities, Steve turns to yoga and running to center and 
calm him. He’s also started meditating, another option that’s known 
to calm and focus the mind. Identify 3-5 activities that reenergize you 
and help you find that internal balance. 

What ways can you add balance to your company and culture? Both 
you and your team will need it to stay sane. 

It's Not About You—It's About Them 

Many CEOs and founders think they are their culture. While they may set 
the tone for their employees, other important dynamics exist. When you build 
something from the ground up, it’s hard to see the forest for the trees. 


EXERCISE: Crafting Your Startup Culture 

When starting a business, it's easy for a culture to organically evolve 
without even thinking about it. However, you want to make sure that 


you're establishing a culture that you and your employees can support. 

Here are a few steps to help you get started: 

1. Observe: What does your real culture look like versus what you 
think it looks like? How do people engage with each other? Where 
do people gather? What do people avoid? Make a list of every¬ 
thing that you observe. Once you have that list, go through and 
identify: 

• Observed patterns 

• Natural leaders/influencers 

• Vital behaviors that lead to results 

• Obstacles that block a culture change 

2. Set a Goal: After you've observed what your real company culture 
looks like, set a small, specific goal for yourself How do you want to 
change your company culture? Start small to avoid overwhelming 
others, which may stop you from achieving your goal. 

3. Recruit Help: Acknowledging that it's not just about you will help 
you extend your reach and include others in your efforts to imple¬ 
ment the culture you want.This process can also help you see is¬ 
sues that you may be too close to see otherwise. Encourage and 
empower others to expand your vision. 


CLOSING THE CREATIVITY GAP 

what if you could do your best thinking at work? If you’re like most 
people, work rarely provides the time or creative space to think. Most 
work environments aren’t designed to empower creative thought. Think 
about that paradox. 

Organizations turn to employees for new ideas or products, but 
most employees feel their work environment stifles creativity. Many 
large organizations implement their own Creativity (Cre) strategies. 
Others turn to startups for elements that can be scaled. The physical sur¬ 
roundings and a culture of trust and innovation aren’t the only aspects 
of a thriving creative culture. There’s also the reality that startups are 
inherently closer to failure and willing to take risks more established 
organizations won’t. 
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However, the shocking results of Adobe’s 2012 State of Create high¬ 
light a gap between workplace expectations and the reality of creativity.' 
Only one in four employees believe they live up to their own creative po¬ 
tential. The remaining 75 percent said they face growing pressure to be 
productive, but not creative, at work. 

These staggering statistics make it apparent that the “creativity gap’ 
is growing, and we need to take action. With employees hungry for cre¬ 
ative opportunities, managers can support innovation and ignite work¬ 
place creativity with three small, but powerful, moves you’ll want tc 
embrace because it’s time to close the gap. 


EXERCISE: Closing the Creativity Gap 

Allowing creativity to be a core element in your culture mix is a great 
way to come up with original ideas and new ways to go to market.The 
following steps will help you close the creativity gap within your own 
startup. 

1. Set Clearly Defined Goals: Make sure the goal has a measureable 
outcome and a deadline. It's not compelling to say,"I want every¬ 
one to come up with new ideas." However, what if you said, "I want 
twenty people to submit new product ideas by December 31, 

2014, at 12:00 p.m."See the difference? A clear goal engages us 
and helps others understand what you want to achieve. 

2. Create Intersections: Great ideas often come from the intersec¬ 
tions created when people with different backgrounds and dif¬ 
ferent mindsets collide.The key is to find them, encourage them, 
and use them to your advantage. Look to see what intersections 
already exist. It may be the office kitchen or lounge, maybe even 
someone's desk. Observe where people congregate naturally and 
use those spaces to help inspire more intersections that support 
your goals. 

3. Reward Failure—Strategically: During her live cooking show, 

Julia Child often made mistakes and left ingredients out. Produc¬ 
tion budgets were tight, so she had only one shot each time. But 
when she made a mistake, she'd laugh about it and alter the recipe. 
Her creative confidence not only humanized her brand, but also 
demonstrated that making a mistake can still lead to good things. 
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To encourage creative risk, consider rewarding failure— 
strategically. Make a list of 3-5 ways you can do the following: 

• Encourage the execution of ideas 

• Only reward a failure the first time and require that a person 
learn from it 

• Only hire people who are upfront about their failures and will¬ 
ing to learn from them 

Everyone fails from time to time but you can use those moments 
to explore and reward Creativity (Cre) whenever possible, including 
creating an open innovation loop. This approach empowers creative 
risk and helps people feel their ideas are valued. 


LEVERAGING COWORKING ANO MAKERSPACES 

How we work now doesn’t look like it did fifty years ago. For the most 
part, the cubicle is dead. We no longer “go” to work. It’s often all around 
us, both a good and bad thing. You may not have experienced it directly, 
but you’ve probably heard of telecommuting, telework, or online work. 
Ever-improving technology blurs the lines between our professional and 
personal lives. At the same time, our work is less routine and more fo¬ 
cused on outcomes. 

As a result, motivated people come together to foster collaborative 
work based around results. It’s given life to the idea of coworking and 
makerspaces, concepts we introduced in Chapter 3. 

Entrepreneurs use Spaces (Spc) as a way to inspire collaborative 
and social work, while also creating areas for individual work and infor¬ 
mation processing. As companies evolve, so do the working dynamics 
within that company. Build a flexible space so that you and your employ¬ 
ees can rearrange it to adapt to your immediate needs. 

Coworking spaces usually offer modern, uber-efficient environ¬ 
ments where mobile professionals can make connections and collaborate 
on creative projects. The collaborative nature of the coworking commu¬ 
nity embraces a project-oriented work model. The physical density of 
coworking spaces allows talented professionals to come together in mu¬ 
tually beneficial ways and often spawns startups that bring this sharing 
mindset to the new global economy. 







Makerspaces are similar to coworking in that people gather at physical 
locations, share resources and knowledge, work on projects, and network. 
But they differ because people physically huild something in these spaces. 

A makerspace provides the tools and room to huild in a community 
environment. The makerspace often gets associated with fields like engi¬ 
neering, computer science, and graphic design. 

Spaces like these increase the odds of making more connections, 
which in turn makes it easier for ideas to grow and spread. In the most 
recent Global Coworking Survey, the data shows that 71 percent of par¬ 
ticipants reported a boost in creativity since joining a coworking space, 
while 62 percent said their standard of work improved. 

Your Coworking or Maker Space Checklist 

As coworking grows, so have the available models. Before, all you would 
see were ‘90s-style cube farms. Now you’ll find collaborative spaces, 
open-floor plans, and fridges holding gallon-sized energy drinks. 

Higher up the coworking pyramid are the curated communities, 
like LaunchPad in New Orleans, Workbar in Boston, Indy Hall in Phil¬ 
adelphia, Google Campus in London, and The Hub, which has locations 
around the world. They’re designed to encourage cross-pollination. 

According to Eze Vidra, the head of Google Campus in London, 
more than 1,000 entrepreneurs come through every week. It’s becoming 
ground zero for the London tech scene with old warehouses morphing 
into coworking spaces and funky startup offices. 

In order to get started here is a checklist of things to look for/ask 
about when evaluating a coworking or maker space: 

1. Cost: Do they have a free day you can test out? Do they have differ¬ 
ent packages to fit your needs and your growth? This includes per¬ 
manency—can you use the same desk or space everyday? Is it hard 
to get a seat? Do you have to pack up your stuff everyday? 

2. Hours of Business: You may not need a space 24 hours a day but do 
they have access (e.g. keycard) available when you want to work? 

3. Facilities: How many outlets are next to each workspace? What are 
the Internet capabilities? Do they have IT procedures to handle IT 
issues? Do they have printing services? Dedicated mailbox? If you 
are looking at Makerspaces, do they have the equipment you need 
for your projects? Training classes for the equipment? 


4. Comfortable Seating/Desk Options: You need good seating options, 
and that includes desk options, like standing desks. 

5. People: You left the work-from-home/coffee shop to remove the iso¬ 
lation, and these are people that, even though you may not work 
with them, will interact and you’ll get to know. 

6. Networking/Education: One of the great things about coworking 
is community. Heck, that is what the “co” part of coworking stands 
for, and most coworking/makerspaces have classes and network¬ 
ing events to bring the members together but also bring the outside 
community in to see the space and engage the larger community. 

7. Surroundings: What is the style of the space? Does the “vibe” fit your 
style? What are your lunch options? Do they have lunch as a perk? 
What is your commute like? Public transportation options? 

8. Culture Perks: Many spaces have perks that contribute to the sur¬ 
roundings but also contribute to the culture and appeal of the space. 
This can include, coffee machines, microbrew taps, and soda but it 
can also include partnerships with companies to bring in things 

to try. 

9. Privacy: Most coworking is an open space, but you might want to 
use conference spaces or places to make private phone calls (phone 
booths/rooms) and even private offices if your work is sensitive or 
you have a few people that you want to have in one place. 


GETTING READY . . . 


Building a Culture of WOW doesn’t happen by accident. It takes com¬ 
mitment to build something greater than just a company. Make sure you 
complete the following exercises in this chapter as you prepare to build 
your own unique Startup Equation. 

• Unlocking Your Core Values 

• Setting Your Core Values 

• Honing Your Company Story 

• Crafting Your Startup Culture 
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Original Sketch by Kate Rutter 




















CHAPTER 


The main ingredient of stardom is the rest of the team. 

—John Wooden 





L 1 

9 






Rewards of Great Teams 


rands Upton. John Kruesi. Charles Batcheldor. Ludwig Boehm. 

While we’re familiar with the great inventions that changed the 
world, and perhaps even know the names of the main inventors, it 
required amazing teams to make these ideas reality. And those names we 
listed to start? Francis Upton was a Princeton-trained mathematician. 
John Kruesi was a Swiss clockmaker. Charles Batcheldor was an English 
machinist. Ludwig Boehm was a German glasshlower. All of these men 
had varied backgrounds, yet they were all a part of the same team dedi¬ 
cated to one purpose. 

They were all attracted to a quiet town in New Jersey called Menlo 
Park by a force of nature: Thomas Edison. We know Edison was brilliant, 
but his inventions, like the light bulb and phonograph, came to life be¬ 
cause he had a great team. Edison’s gift for bringing the right people 


together allowed him to tap into their special skills and turn his vision 
into a steady stream of workable products. 

Francis Upton purchased the mechanical instruments and Batch- 
eldor’s dexterous hands threaded the carbon filament into the bulb 
that Boehm then turned into a vacuum space. Through the efforts of 
five men, the world was introduced to the electric light bulb on Octo¬ 
ber 22, 1879. 

Looking back through history, we can find many great stories of 
great teams. The Mac team at Apple. The Ford Taurus team in Detroit. 
The Lockheed Skunkworks team. All of them had superstars working 
alongside one another revolutionizing their industries. 

When you build your founding team, look for people who offer a mix 
of the following types. We consider each type important, but recognize 
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Foundation Experience Growth 


As we continue to build our company and craft the experience, no great company exists without a great team. It is more important than your 
product. These people are your work family and can make the company a success or contribute to its downfall. 
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CORE TEAM aE) ELEMENTS 


You never vrant to hire yourself. That Is boring and a recipe for disaster. These are 
the general types of team members who might be some of your co-founders and 
definitely part of the core team. 

The Marketer (Mar) 

Marketer excels at communicating and knovrs how to engage customers. 

The Technical Engineer or Hacker (Eng) 

A strong scientific and/or technical background means the Technical Engineer 
usually takes the lead on developing the product. 

The Biz Developer or Hustler (Bzcl) 

Making a startup successful requires customers. The Biz Developer will close 
the deal. 

The Domain Expert (Dex) 

The Domain Expert brings to the table experience and knowledge of your industry 
that other founders lack. 

The Creative or Designer (Cre) 

The Creative can visualize the possibilities, translates the vision into wireframes 
and creates experiences to build or code. 

EXTENDED TEAM aE) ELEMENTS 


These are your trusted circles that have experience to guide you and provide the 
oversight to make you successful. They are the mentors, advisors and board of 
directors that your company will leverage in their startup equation. 

The Mentor (Mnt) 

Mentors are the powerful allies that are there for you and provide advice, perspec¬ 
tive and guidance that transform you. 

The Aolvisorg Board (Aetv) 

These are the experts with particular knowledge that lend credibility and time in 
exchange for upside and ownership In your success. 

Board of Directors (Bod) 

These are the group that the CEO reports to who provide fiduciary oversight 
and guidance to protect the shareholders' assets and ensure that they receive 
a decent return on their investment. 
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that it may take time to add more people to your team who demonstrate 
these qualities. 

• The Marketer (Mar): When we think of great teams, we immediately 
identify the person who takes the role of lead evangelist and engages 
people. The Marketer (Mar) excels at communicating and knows how 
to engage customers. 

• The Technical Engineer or the Hacker (Eng): Many startups have 
a technical founder/co-founder. A strong scientific and/or techni¬ 
cal background means the Technical Engineer (Eng) often takes the 
lead on development. 

• The Biz Developer or Hustler (Bzd): The Marketer can weave the 
message that captures their attention, but the Biz Developer (Bzd) 
closes the deal. A charismatic personality gets people to commit their 
money and attention to the startup. Most founders discover some of 
this element in themselves. 

• The Domain Expert (Dex): Much like the Technical Engineer, your 
startup needs someone that knows the space, but with a different 
perspective. The Domain Expert (Dex) offers experience and indus¬ 
try knowledge other founders lack. You may discover this role fits 
people on your advisory board perfectly. 

• The Creative or The Designer (Des) : You might think of marketing 
when you think of the Creative (Des) role, but it goes beyond tag¬ 
lines and logos. The Creative co-founder can visualize the possibilities 
and translate the vision into wireframes for the Technical Engineer to 
build or code. This co-founder brings a much-needed design perspec¬ 
tive to building and launching your product/service. 

In this chapter weTl dig into finding team members and how to work 
with them. 


THE SINGLE FOUNDER VS 
CO-FOUNDING TEAM 


what is a founder? Some people define it differently, but for our pur¬ 
poses, let’s agree on a definition of a founder in the context of a startup. 
From the many ways people try to define it we propose "Founders are 
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people who create, invest, and execute ideas by transforming them into 
startups.” 

Conventional wisdom suggests that your startup needs a co¬ 
founder. We hear it often. Accelerators and venture capitalists (VCs) love 
founding teams. Of the single-founder startups Noam Wasserman stud¬ 
ied, he found that only 16.1% got funding.^ 

Among investors, you’ll find a general bias against startups with 
only one founder. It’s assumed that one person can’t do it alone, but 
that assumption creates a paradox. While two people may share a vision, 
many a startup idea came from one person whose vision and drive then 
attracted others to the startup. 

It’s also assumed that one person can’t be excellent at marketing, 
sales, technology, and running the business simultaneously. Based on 
these realities, if you plan to pursue outside investments, you may get 
taken more seriously if you’re joined by a co-founder. That said, the push 
for a co-founder often comes more from investor fear than legitimate 
concerns about a single founder’s abilities. We’ve started companies in¬ 
dividually and with co-founders. Both options come with positives and 
negatives. 

Going it alone can help keep you focused, but if you need to scale 
quickly, you might find the solo path difficult. Of course, many start¬ 
ups want to stay small, and a single founder can work fine in these situa¬ 
tions. Going it alone also means less accountability. Eventually, however, 
the time will come to hire employees, and if you want your business to 
grow, you’ll need to hire people smarter than you. Then, you’ll need 
to trust them to fail and succeed, otherwise you’ll hit a point where you 
can no longer grow your business and manage the day-to-day operations 
by yourself. 

Steve’s dad had a successful business for thirty-five years and loved 
to share great sayings about business, but one in particular had a lasting 
impression. “If you can’t go away on vacation, and things don’t run, you 
haven’t created anything of value.” You don’t want to get locked in the 
mindset of, “They can’t run things without me.” 

On the flip side, when you run a business alone, you’re for the most 
part, alone. As a single founder, you won’t have anyone that shares your 
burden and understands your fears and frustrations. 



EXERCISE; Which Member of the StartupTeam Are You? 

Whether you decide to go it alone or add a co-founder, it's good to 
know your role on the team and the team elements you need to add. 
Begin by asking yourself: 

1. What skills do you bring to the table? 

2. Within those skills, what do you prefer to do? 

3. Do you have the technical background to build your product or 
service? 

4. Do you know the industry that you are starting this company in? 

5. Which area of the team mix do you have the least amount of ex¬ 
perience in? 

Many times as entrepreneurs, we wear more than one hat as we 
build up our team. However, your answers to the questions above will 
give you a sense of who you need to find to fill in the gaps. 


The Co-Founder Paradox 

Let’s assume you’ve decided to bring on a co-founder or two. What does 
that really mean? Well, it’s a lot like dating. You have no idea how things 
will work out at the end. You just need to keep putting yourself out there 
until you find the right fit. 

Adding co-founders also represents a vote of confidence in your 
startup. With co-founders, you show other potential team members that 
your idea convinced the smartest people you know to join you on this ad¬ 
venture. One of Steve’s dad’s other great sayings addressed the issue of 
money and ownership. “It’s better to have 20 percent of a $50 million 
dollar business then 90 percent of a $200,000 business.’’ So don’t let the 
fear of losing out on ownership stop you from seeing the benefit of bring¬ 
ing in co-founders. 

So, How Many Co-Founders ? 

We’re reluctant to set a hard number on this question. We’ve seen great 
companies succeed with three or more co-founders, and many readers of 


this book will go on to create companies with multiple co-founders. How¬ 
ever, our experience suggests that too many co-founders can lead to fric¬ 
tion. While conflict isn’t guaranteed with multiple co-founders, it does 
seem more common. It can lead to wasting time and money, so getting 
the number right from the beginning benefits everyone. Because things 
change, we strongly recommend what we call a Founders Prenup. 

The Founder's Prenup 

In the United States, people getting married have the option to sign a 
prenuptial agreement clearly outlining what each person will receive if 
the marriage ends, including specific clauses regarding forfeiture or void¬ 
ing of the agreement (e.g., infidelity). It can simplify things later because 
it requires a discussion of complicated issues ahead of time and makes 
things easier if the relationship stops working. 

It’s hard to ignore the similarities between a marriage and the re¬ 
lationship you have with a co-founder. Let’s walk through a potential 
scenario. Assume you start a company with a good friend and split own¬ 
ership 50/50. Of course, if it becomes the next Google or YouTube, you’ll 
always stay friends. But we’ll add a twist. What if your co-founder isn’t a 
good friend, but instead someone you brought on as the Technical Engi¬ 
neer (Eng) and you’re the Biz Developer (Bzd)? 

You met through your network and think you have good working 
chemistry that balances the other person. But in reality 99.99% of com¬ 
panies do not become the next Twitter. In fact, instead of becoming an 
overnight success, it’s taking longer to gain traction, and there are bills 
to pay. Between the two of you, how do you decide who gets to take a full¬ 
time job elsewhere while the other keeps working on the new business? 

Does the partnership stay 50/50? What if you have to make tough 
calls on cutting costs, development deals, and fundraising and you can’t 
agree how to proceed? What if your perfect match doesn’t turn into a 
great co-founder like you expected? 

As we discussed earlier, these issues grow exponentially with multi¬ 
ple founders. Again, great companies with three-plus founders can suc¬ 
ceed and exist without destructive friction. However, you’ll increase your 
odds of success by tackling some of the issues in advance with a Found¬ 
ers Prenup. 
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HOW TO FIND THE RIGHT CO-FOUNDER 


when looking for a co-founder, it’s suggested that you put together a 
co-founder pitch to help with the vetting process. You’ll do it before you 
ever meet a potential co-founder. While you don’t need an investor-level 
presentation at this point, the following structure will help others under¬ 
stand what you expect from a co-founder. 

• Who are you? 

• What are you best at? 

• Founder’s FAQ 

• Conclude with your pitch 

Founder's Frequently Asked Questions:^ 

• If you had a great idea and co-founder, how soon could you quit your 
job? 

• Will family and friends support you living with the uncertainty of a 
startup? 

• Can you live without a paycheck for up to a year? 

• How much of your own money are you willing to invest as a co¬ 
founder? 

• Imagine we crash and burn in six months. What would you do next? 

• What hobbies do you have to take your mind off work? 

• Do you consider yourself punctual or tardy? 

• What are your biggest professional weaknesses? 

So you ask the questions and think you’ve found a potential co¬ 
founder, but how do you know if it will work out? The best way to dis¬ 
cover if you can work together is to work together. We suggest setting 
a discrete task to execute together in one week. You’ll get a chance to 
see your potential partner in action. The result will either validate your 
choice or make you think twice. 

We’ve gone this route a few times—asking someone to work on a 
project—and gotten the response, “Will 1 be compensated?” It’s under¬ 
standable, but this response may point to more of a consultant mind¬ 
set than potential co-founder. The burden does rest on you to make it a 
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realistic project so people don’t feel like you’re taking advantage of them. 
Working together to build some basic financial spreadsheets or a few 
wireframes makes sense. Building a complete financial model or a web¬ 
site does not. 

During your test project with your potential co-founder, you’ll want 
to consider:^ 

• Little things about a person that repeatedly frustrate you 

• What gets promised versus what gets delivered 

• How this person manages time 

• The overall commitment to real work 

• Do you have fun working with this person 

RECRUITING THE A-TEAM 

Let’s test your knowledge of TV trivia and see if you know this one: 

In 1972, a crack commando unit was sent to prison by a military court 
for a crime they didn't commit. These four men promptly escaped 
from a maximum-security stockade to the Los Angeles underground. 


The Co-Founder Development Cycle 



C. Co-Founder 
Action Dating 




Today, still wanted by the government, they survive as soldiers of 
fortune. 

If you have a problem, if no one else can help, and if you can find 
them, maybe you can hire the A-Team. 

The A-Team went off the air in 1987 (still wanted by the govern¬ 
ment), but television has yet to produce a better blueprint for team 
building. The key elements that made the A-Team so effective? A cigar- 
chomping master of disguise, an ace pilot, a devilishly handsome con 
man, a mechanic with a Mohawk, and an amazingly sweet van. Sweet van 
aside, each member had specific complementary skills with clear ways to 
contribute, as well as a leader to define the vision and set goals that strive 
towards the success of that vision. 

You’ll want to build your own version of the A-Team and create your 
minimum viable team (MVT) to move your startup closer to success. 
Here are a few steps to guide you along the way. 

Building Your Minimum ViableTeam 

As you launch and grow your startup, you’ll begin to pull your team to¬ 
gether. But, how do you figure out the best team mix for right now? Re¬ 
searchers Frank Nouyrigat and Marc Nager from Startup Weekend 
identified a common trend in that community that didn’t really sur¬ 
prise anyone. Founders have a hard time attracting and validating great 
co-founders.'* The same holds true for team members. 

These results motivated them to come up with an approach called 
the minimum viable team (MVT). It takes its cues from Steve Blank’s 
Customer Development and Eric Ries’ Lean Startup methodologies by pro¬ 
posing a capable team. This group represents the minimal team required 
to start and grow the company. They also suggest an initial list of ques¬ 
tions to help you get through the MVT process:^ 

• Is your team the smallest possible? 

• What ideas could you develop with your team’s competencies? 

• Who do you need to add or remove to get your MVT? 

To get started, seek out other places with a high concentration of 
potential candidates. What competencies do you need most? Perhaps 
you need a technical co-founder. If so, tech meetups are a logical place 


to start looking. Recognize that this is not a trivial exercise. It takes time 
and patience to find the right match. 

Nouyrigat and Nager also recommend setting a weekly goal of meet¬ 
ing ten potential candidates. We won’t call them dates, but you get the 
idea. One of the challenges you’ll face most often involves geography. 
You may not be physically close to other possible co-founders. In this sit¬ 
uation, you have two choices: (1) become the leader in your community 
and get everyone together, or (2) move to a place more aligned with your 
startup. Of course, you can start a company anywhere in the world, but 
as a startup economy goes, some places are more optimal than others. 

If the answers come back positive, you can move from dating your 
potential co-founder to bringing someone on officially. Now that you’ve 
got a co-founder in place, it’s time to recruit the rest of your MVT while 
keeping in mind the important elements that will drive team stability 
(e.g., roles, equity dilution). Once you have your A-Team and know you 
can execute, you can then focus on the product, the market, or the fit. 


Design Your Minimum ViableTeam or MVT 

In order to get your best and minimal “A-Team” ready to get your startup 
going you will need to start with the following: 

1 . What do you think the initial size of the team should be? 

2. Review the types of team members covered earlier in this chapter. 

3. Decide if this is going to be a solo or co-founder(s) structure. 

4. Draw different organizational charts for the following milestones: 

• Decide who needs to be on board to build the initial concept 

• Decide who needs to be there for the launch 

• Decide who needs to be there for the initial growth phase 

You should have at this point drafted out three stages of your 
startup and if/when co-founders come into the picture as well. 


Hiring Friends and Family 

We’ve hired both friends and family with results ranging from good to 
absolutely horrible. You might think that friends and family will provide 
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inexpensive labor. That labor may come with a far bigger price, so do the 
following: 

• Be clear with the objectives and accountability for their role. 

• Be explicit in the terms of hiring and firing. 

• Don’t set them up as a direct report; keep at least one layer 
between you. 

• If they try to go around their manager, refer them back to their man¬ 
ager and make it clear that it’s unacceptable to jump the line. 

Hiring someone close to you can work. Steve knows from direct ex¬ 
perience. When he started his first company, Steve hired his sister, Lau¬ 
rie, an incredibly organized and a fantastic operations person. Plus, he 
trusted her with the books and many of the day-to-day tasks. 


Social Recruiting 

In our experience, and perhaps yours as well, we’ve determined that per¬ 
sonal relationships lead to the best jobs and talent connections almost 
every time. The reason is that rapport and trust has already been estab¬ 
lished. People are more likely to do business and help those that they 
have a connection with. 

However, sometimes you need to reach beyond your immediate net¬ 
work to build a startup team. Social networking platforms represent 
one of the best places to look for talent, no matter what your age. Places 
like Linkedln, Twitter, and even Facebook will give you a starting point. 
However, if you really want to work with people you like, respect, and 
trust to do the job, stay focused on people two to three degrees separated 
from you and your immediate network. 


Exercise: Strengthening Your Network 

A network is only as strong as the relationships in it. Many people will 
ask and ask, and not give anything back in return, but that’s no way to 
keep a connection. Here are three ways to strengthen your network: 

1. Give to Three People Each Day: Make a list of 75-100 people in your 
network. Then make a point to give or do something for three of 
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them each day. It doesn’t have to be big (e.g., a thank-you card), but 
you perform an act of service. 

2. Make a List of Your Needs: Most people do not want to be bom¬ 
barded with people asking favors. However, if you have a specific 
need, then find the person who may be able to help you the best and 
ask them. If they cannot help you, then ask them if they know some¬ 
one who can. 

3. Stop Selling: Many people look at their network as a way to sell, but 
they’re really your extended team. They can make and break your 
company. Build them up in the same way you would build up mem¬ 
bers of your startup team. 


Recognizing Your Limitations 

Let’s face facts. We cannot do it all (or have it all). Trust us, we have both 
tried. Recognizing your limitations and embracing the potential of pow¬ 
erful teams can liberate you. Once you take the leap and begin building 
a team you can trust, you’ll see parts of the company run completely on 
their own without requiring your day-to-day input. That’s what it means 
to scale and grow a successful startup. 

You have to get along with people, hut you also 
have to recognize that the strength of a team 
is different people with different perspectives 
and different personalities. 

—Steve Case 


Hiring aTeam of Rivals 

While we don’t suggest hiring people who hate you, we do think you 
should build your startup team with an eye on diverse opinions and com¬ 
plementary values to help propel your company. You’ll want to do the 
same thing as your company grows, and you add people to the team. Hir¬ 
ing like-minded people, but who have a different perspective, will bene¬ 
fit your company. Plus, looking for complementary as opposed to your 



twin will help you form a team that gets things done versus searching for 
lightening in a bottle. 

Remember teamwork begins by building trust. 
And the only way to do that is to 
overcome our need for invulnerability. 

—Patrick Lencioni 

Essential Qualities of a Great StartupTeam 

You’ve selected co-founders and built a great team. Now what? We’ve dis¬ 
covered that the truly great teams always have a noble cause. They have 
extreme clarity about what they want to achieve, live by simple rules, and 
hold each other accountable. 

• Great teams always have a noble cause. These teams were not just 
building companies; they were revolutionizing industries and chang¬ 
ing the future. Think about how you can build around something big¬ 
ger than the company. 

• Effective teams drive engagement. Engaged employees are those 
who care about the organization, are willing to give extra effort, 
and will own problems. People wiU engage when they receive regu¬ 
lar, peer-to-peer recognition, and understand how the work of their 
group affects the larger organization. 

• Their performance is driven by team, not company, loyalty. Here’s 
one of our biggest findings, and CEOs hate it. People are more loyal 
to their teams than to their companies. After all, we love our coun¬ 
tries, but aren’t we more loyal to our families? It’s our nature to band 
together in small teams for support and encouragement. Great lead¬ 
ers know this and don’t fight it. They keep teams together longer (it’s 
a fallacy that team productivity drops off after a few years) and even 
move great teams together instead of moving stars around. 

• Great teams simplify. We found that the best teams live by sets of 
simple rules and hold each member accountable for honoring those 
rules. We culled the various rules down into the three that were most 
common: (1) Wow, (2) No Surprises, and (3) Cheer. 


Dealing with Dysfunction 

For those of you unfamiliar with the term, dysfunction happens when 
your team doesn’t work well together. We might have to deal with a little 
to a lot of it. The question you need to ask is, “Will you be the awesome 
startup team that puts the ‘funk’ in dysfunction or the unhappy startup 
team that puts ‘dis’ in dysfunction?” 

During the last fifteen years, Steve’s held a variety of leadership 
roles. He’s built teams of all shapes and sizes. Part of that process now in¬ 
cludes making the bestseller Five Dysfunctions of a Team by Patrick Len¬ 
cioni required reading for all his direct reports. It’s a breakthrough book 
that will make you say, “Of course that’s what 1 should do.” Even better, it 
shows you how to do it well. We set the same goal for this book. 

Lencioni does an excellent job of drawing lines from teams who 
need to achieve results, but fail to do so if they aren’t working together. 
Teams have to promote a winning dynamic, and there isn’t room for big 
egos. While Lencioni covers many different concepts in Five Dysfunctions, 
we’ve highlighted his core concept in a sketchnote. He takes a cue from 
Maslow’s Hierarchy of Needs (i.e., physiological, safety, love/belonging, 
esteem, and self-actualization) and created a five-stage pattern of actions 
that lead to team dysfunction. 

1. Absence of Trust: It’s the biggest barrier to team success, and you 
need trust to establish a strong foundation for a good organization. 

A team that doesn’t trust will conceal their weaknesses and waste 
time and energy managing this misbehavior. They fail to tap into the 
skills of the team. 

2. Fear of Conflict: Few things are more frustrating than yes-men and 
women telling you what you want to hear. It’s productive to debate 
company behaviors, processes, services, and products. 

3. Lack of Commitment: Healthy teams will have debate and conflict. 
However, once a decision gets made, everyone gets behind it. 

4. Avoidance of Accountability: It seems like many teams at big com¬ 
panies get away with avoiding accountability in spite of the structure 
and rules. However, a lack of team-member accountability can kill a 
small startup. 
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5. Inattention to Results: When teams try to focus on fifty different 
things, they’re not really focused on anything. It’s a harsh reality, but 
easily distracted teams will fail to grow and so will your company. 

The Five Dysfunctions of a Team 



Having a great Mentor (Mnt) can be a transformative experience. In the 
strictest sense, mentoring is a one-to-one relationship between an expe¬ 
rienced professional who shares knowledge, skills, and experience with 
a less experienced professional to assist in a specific aspect of a career or 
company. 

Yes, your core team is critical, but most first-time founders don’t 
fully understand the value of having mentors, like an Advisory Board 
(Avd) and a Board of Directors (Bod). You may have never had these re¬ 
sources before, and even if you have, you might not know how to get the 
most from this extended team. 

Throughout our careers, we’ve had a few mentors, some for specific as¬ 
pects of our career that we wanted to develop and refine. Certain mentors 
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were there every step of the way. Steve often turns to his father for men¬ 
toring on how to run a business. His advice, encouragement, and respect 
for the value of money and people made Steve a successful entrepreneur. 

Mentors and Startups 

We all need great mentors. Mentoring can help entrepreneurs in many 
ways. But don’t confuse mentors with advisors. Mentors give their time 
and help freely, usually because they like you and believe in you. Advi¬ 
sors offer specific, subject-matter expertise, and they’re compensated for 
their work and advice to add skills that you can’t afford and don’t need 
on a full-time basis in your startup. We’ll discuss advisors more in the 
next section, but first, let’s address building mentoring into your startup. 

So what should entrepreneurs expect from their mentors? If you’re 
a mentor to others in your company, here’s a great mentor manifesto 
that David Cohen of Techstars wrote up based on his observations of 
many startups. 

The Mentor Manifesto 

• Be Socratic. 

• Expect nothing in return (you’ll be delighted with what you do 
get back). 

• Be authentic; practice what you preach. 

• Be direct. 

• Tell the truth, however hard. 

• Listen. 

• The best mentor relationships eventually become two way. 

• Be responsive. 

• Adopt at least one company every single year. 

• Experience counts. 

• Clearly separate opinion from fact. 

• Hold information in confidence. 

• Clearly commit to mentor or not. 









THE POWER OF MENTORSHIP . 


WHAT IS MENTORING? 

Mentoring is a one-to-one relationship between an experienced 
professional (mentor) who shares their knowledge and experience 
with a less experienced professional (mentee) to assist in their 
career progression. 


Mentee 

EmbarK on the exercise only .."er. yoj can make the commitment to prepare, 
attend meetings and take action after meetings. A mentee needs to be capable 
ot clear self-assesment and to look honestly at their strengths and weaknesses 
as these form part of the discussion with the mentor 

Mentors 

Mentors riimmit to a mentee for a set period and invest time in getting to 
know the mentee. their capabilities, interests, and ambitions The mentor 
will be Knowledgeable m then field and pass on wisdom gained through 

their own business c.-.penences. 


!. -. t 

The mentor explores with the mentee their current career situation, 
what they wish to achieve, and how they go about doing this but 
does not prescribe solutions or career routes. 

HOW THE MENTOR HELPS 

® O @ • 0 @ 

Career Corporate Problem Overcome Explore Career 

Introductions Understanding Solving Hurdles Work Methods Planning 

* Data Sources: 

1. Pew Public/Private Ventures impM Study 1995 

2. BenefHs of Mentoring 2007 by Triple Cre^ M^itoring Software (3creel(.com) 

3. Volunteer rates by state 2010 (volunteerir^mertca.gov/rankings.cfm) 

4. Volunteering in America 2007 and Volunteers Mentoring Youtli 2006 (nationalservice.gov) 


PLANNING AND INSIGHT 

Mentoring is about long-range career planning or strategic business 
challenges. The mentor provides support and advice that enables the 
mentee to forge ahead with their ambition. In the mentoring 
relationship, the mentee actively manages the two-way process of 
exploration and discussion, making the most of the highly experienced 
professional at their disposal. 

The mentoring partners agree: 

• Duration of the mentoring period 

• Contact plan -e.g., regular meetings, contact 

• Frequency of contact • Length of meetings 

• Location of meetings • Content of meetings 

• Expectations of each other 


Get to Know 
Each Other 
and Build Trust 


Mentoring in Business 

Research on mentoring in the workplace shows significant 
positive impact in four major areas of business: 


Retention 


Productivity 


Companies who reported that 
menloring increas^ retention. 

Productivity increase for 
managers when mentored. 

Employee turnover reduction 

With mentoring. 

gfajk Productivity increase for 

managers when training alone. 

Employees who do not receive 
regular mentoring look for 
another job within 12 months. 

Mentoring participants say the 
KMin experience motivates them to 
do their very best. 

Promotion 

Development 

. . Executives say mentoring plays 

CmW a key role In their careers. 

College and grad students list 
jkJU mentoring as a job criterion. 

Women of color who had a 
iMjHP mentor received a promotion. 

gfBk CFOs say the top benefit of a 
CijjB mentor Is having a confidant. 

The more mentors a woman 
f 3 has, the faster she moves up 
the corporate ladder. 

Workers with mentors earn 
$5K-$22K more annually than 
those who do not. 
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• Know what you don’t know. 

• Say I don’t know when you don’t know—it’s preferable to bravado. 

• Guide, don’t control. 

• Teams must make their own decisions. 

• Guide but never tell them what to do. 

• Understand that it’s their company, not yours. 

• Accept and communicate with other mentors that get involved. 

• Be optimistic. 

• Provide specific, actionable advice; don’t be vague. 

• Be challenging/robust but never destructive. 

• Have empathy. 

• Remember that startups are hard. 

As your startup grows and you make plans to scale, you should work 
with the team member or outside firm that handles human resources to set 
up a formal mentoring plan. Jumping into a startup, people need to learn 
a lot about many things at once. You can see from Figure 9.5 the signifi¬ 
cant and positive impact that mentoring has on retention, productivity, 
promotion, and development. 


EXERCISE: Finding a Mentor 

You may be thinking, "Great! I know i need a mentor, but how do i go 
about finding one?" Here are three steps to finding the right mentor 
for you: 

1 . Know What You're Looking For: Many times, we know that 
we want or need heip, but we're unciear about what we need 
heip with. 

2. Start with Friends and Family: Teli your network who you're 
looking for and why. They can then reach out to their network to 
heip find someone right for you. 
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3. Reach Out: Do some research as to who within your community 
might have the expertise that you need. Then, reach out to them. 
Let them know yourstory and whatyou need.The worst they'li 
say is, "No." But more than iikeiy, they may be wiiiing to give you a 
bit oftheirtime. 


BUILDING AND LEVERAGING 
GREAT ADVISDRY BDARDS 

Now that you have a starting point for your mentors, let’s talk about ad¬ 
visors (Avd). You look to an advisor for specific, subject-matter exper¬ 
tise. Advisors are compensated for their work and advice. They also add a 
level of credibility to your startup without requiring the fiduciary duty or 
commitment required in a Board of Directors (Brd), which we will talk 
about in a minute. 

What kind of advisors will you need? Here are some examples. 

• Accountants: As a service provider, they have a certain responsibility 
to stay objective, so compensate them with cash first and some stock 
options (not equity). 

• Lawyers: Employee and founder agreements and contracts are only a 
few of the services you’ll need. And intellectual property attorneys? 
Having a great one can make all the difference since they can help you 
get through the IP process successfully. 

• Technical Experts: These expert advisors are the real-life equiva¬ 
lent of rocket surgeons. They know an aspect of your business inti¬ 
mately, sometimes have industry recognition, and add credibility to 
your startup. 

• Business Leaders: Business leaders are experts in their own right 
with the ability to advise your startup from many different angles. If 
they like your idea, they might consider joining the company. Besides 
offering varied skill sets, these advisors can help you practice your 
investment pitch, work on your financial model, help with recruiting 
talent, and so many more things. 






You may identify other key advisors for your startup, but these four 
advisor types will play a key role in the future success of your business. 
Now, building and leveraging a great Advisory Board (Avd) requires 
finding advisors who get what you’re doing and want to be involved. At 
this point, your startup needs people skilled at certain things, but you 
can’t afford to staff a full-time position. Look to your advisory board to 
gain access to these skills at a manageable cost at certain points in time. 

How do you compensate an advisory board? At a startup, offering 
advisors 0.25-0.5 percent of common stock is standard, but it depends, 
in part, on the financial value of their advice, the frequency of their ad¬ 
vice, and if you offer cash compensation in addition to stock. When it 
comes to service providers, they need to maintain objectivity, so com¬ 
pensating these advisors with stock can be a gray area, but many startups 
still do it. In most situations, we recommend compensating these advi¬ 
sors with cash (if you can afford it) to avoid a conflict of interest. 

When you need the guidance of experts or business leaders, you can 
expect a different conversation. These advisors are interested in your 
startup and will want to invest their time and resources in you. And while 
they believe in you, they’ll want some skin in the game. The number of 
shares rarely matters. 

CRAFTING A STELLAR BOARD OF DIRECTORS 

Mention the phrase Board of Directors (Brd) to the average person, and 
it usually brings up images of annual reports full of nicely dressed men 
and women smiling congenially around a mahogany table. Now, ask the 
entrepreneur to describe a board’s responsibilities for their startup and 
very few can offer a definitive answer. 

In the United States, the primary responsibility of a board of di¬ 
rectors is to protect the shareholders’ assets and ensure they receive a 
decent return on their investment. In some European countries, many 
directors feel that it’s their primary responsibility to protect the employ¬ 
ees of a company first and the shareholders second. In these social and 
political climates, corporate profitability takes a back seat to the needs of 
workers. Your country might fit these responsibilities, but it could differ 
so we would invite you to do some research on your local country’s laws 
and protocols. 


Five Things to Consider When Building 
Your Startup Board 

Many new entrepreneurs ask us what they should do when they’re trying 
to form their first board of directors. In situations where entrepreneurs 
raise funding, these investors will require a board seat, but there will be 
some open slots that should be filled. Consider these five things when 
you’re trying to build your board of directors: 

1. Get the Right People on the Board. Board members can be great 
resources who provide support, knowledge, and access to unique 
professional networks. Unfortunately, not all board members offer 
such value. One should be highly aware to avoid the five types of dys¬ 
functional board members as defined by Jack and Suzy Welch: 

(1) The Do-Nothing, (2) The White Flag (avoids confrontation), (3) 
The Cabalist (driven by personal agenda), (4) The Meddler (dwells on 
details), and (5) The Pontificator (talks for sake of talking).’Also, ap¬ 
point at least one independent director who’s loyal to the company 
only. 

2. Get Alignment Regarding the Board’s Role. Boards of directors 
have many fiduciary and legal responsibilities. Still, boards often 
have additional roles, correlated with the startup’s business stage. 

At early-stage startups, members should support the management 
(without micro-managing it) and provide advice on product deci¬ 
sions or provide access to recruiters, customers, and investors. 

3. Build a Diverse Board. Start with listing the skills and experience 
needed from the board (e.g., product design, customer acquisition, 
partnerships, user experience, great network). While not a show- 
stopper, you should be cautious and potentially reject solid candi¬ 
dates whose skills and experience are common within the board in 
favor of candidates who possess the missing skills and attributes. 

4. Avoid Too Many Board Members. For a startup, a ten-person board 
will rarely be as engaged and helpful as a smaller one. Further, the lo¬ 
gistics (i.e., getting everyone together) becomes exponentially more 
complex. Fred Wilson from Union Square Ventures thinks a board 
of five members is ideal, but recommends no more than seven board 
members (two founders, one to three VCs, and one to two other 
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industry professionals). In order to avoid this issue, you should ne¬ 
gotiate the number of future hoard seats entitled with investors in 
the shareholder’s agreement. 


Startup Board Compensation 

One question entrepreneurs often struggle with is how the hoard mem¬ 
bers should be compensated. While every situation is unique, there are 
some good rules of thumb that entrepreneurs should keep in mind—if 
only as a starting place. Identifying the various director categories can 
help. The vast majority of startup directors fall in four categories. 

• Insider Directors: Startup founders and managers 

• Independent Directors: Independent members of both the entrepre¬ 
neurial team and the investors; typically bring some “value add” to 
the table, most often in the form of knowledge, connections, and/or 
reputation in the business space the startup is targeting 

• Professional Investor Directors: Represent institutional venture 
capital investors in the deal 

• Angel Directors: Often the most problematic in terms of figuring 
out compensation, these directors are also angel investors 

Let’s start with the easy ones, the insider and professional investor 
directors. These folks should get nothing. The insider director is already 
compensated adequately for their role in building the company, and serv¬ 
ing as a director is a reward in and of itself. 

Professional investor directors generally don’t get any compensa¬ 
tion for serving on the board of directors because such service is part 
of their basic job description. In fact, most institutional venture capital 
funds will have their own rules prohibiting these directors from receiving 
personal compensation from portfolio companies. 

Independent directors, in the startup context, will generally get 
something like a quarter point (0.25%) to two points (2.0%) of equity, 
vesting over two years—or perhaps three or four years in exceptional 
cases. 

We wish we could tell you that these figures for independent di¬ 
rectors are written somewhere in stone, but they’re not. They are based 
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solely on doing our own startups and being in and around the venture 
capital and high-impact entrepreneurship space for the last fifteen years. 

The last, but perhaps most problematic category of startup directors 
is the angel director. Compensation for angel directors is one of those is¬ 
sues where the right answer and the actual answer rarely match. While 
it can vary, our experience suggests that an angel director really falls in 
the same category as the professional investor director—they don’t re¬ 
ceive compensation. Many angel investors see board service for a portfo¬ 
lio company differently (or at least they say they do). When they do, our 
advice to entrepreneurs is to push hard on this one. 

You probably noticed that we didn’t discuss cash compensation be¬ 
cause any startup director that has done their homework should know 
that startups can’t afford to pay directors up front. If a potential director 
doesn’t know that, run the other way. It’s worth it to note that the no¬ 
cash compensation rule does not apply to reasonable, out-of-pocket ex¬ 
penses, which are often reimbursed. 

This section would be incomplete if we didn’t mention a unique, in¬ 
dependent director we like to call the Superstar. In this case, many things 
we mentioned as rules and recommendations might have to be thrown 
out the window. If Richard Branson (founder of Virgin Group) is so ex¬ 
cited about your startup that he’s willing to be on the board of directors, 
well, personally, we would be sorely tempted to accept just about any deal 
he put on the table. 

Someone who really knows about putting teams together is a serial 
entrepreneur we mentioned earlier: Brad Feld. Brad did 40 angel invest¬ 
ments between 1994-1997. He also co-founded or helped start com¬ 
panies and firms such as Mobius Venture Capital, Foundry Group, FG 
Press, and Techstars. We had a chance to talk to him about building and 
scaling startups. 

SEQ: You have built two great companies and funded many others. What 
are the methods or techniques key to successfully scaling a company? 

Feld: Team, team, team. The big miss for most founders is that you have 
to constantly be upgrading your team, especially your leadership team. 
People who were effective in a certain role at a specific size might or might 
not scale. This doesn’t mean they should necessarily leave the company, 
but you’ve got to be really focused on building, and scaling, the team 



throughout the life of the company. Oh, and remembering that it’s al¬ 
ways really hard. 

SEQ; When companies scale prematurely, what do you think are contribut¬ 
ing factors to their failure? 

Feld: Jacking the hum rate way up before you’ve figured out product/ 
market fit. Hiring too big of an executive team that wants to manage, 
but doesn’t know how to actually grind out the work. Getting confused 
about what “success” means and scaling ahead of various success points. 

SEQ: You have worked with hundreds of startups. Are there common ele¬ 
ments in what makes a great startup team? 

Feld: Obsessive focus on the product. Brutal honesty with teammates. 
Humility. 

SEQ: When entrepreneurs are just starting out and resources are limited, 
where should the entrepreneurs focus their time? 

Feld: Product, product, product. Make something people love. 


GETTING READY . . . 


Great teams can transform your company. From the founding team 
to scaling up, it’s critical to find the right mix. Here are some parting 
thoughts on how to get you on your way to finding the right team for 
your Startup Equation: 

1. Prioritize: It is very easy to look at the long-term vision of your 
business and realize that you need help. Take a look at the skills ex¬ 
ercise you did earlier in the chapter and then take a look at your core 
product/service. Based on your needs, prioritize which teammate/ 
co-founder you should go after first. You’ll get the focus you need to 
home in on the right people for your A-Team. 

2. Decide: You may or may not be wondering whether or not you 
should start looking for co-founders. It’s a big decision, but you need 
to decide how you want to steer the ship. There is no right answer to 


this question, just the right answer for you, your time, and your 
resources. This is your adventure. You choose. 

As you get ready to build your own unique Startup Equation make 
sure you complete the following exercises in this chapter: 

• Which Member of the Startup Team Are You? 

• Design Your Minimum Viable Team, or MVT 

• Strengthening Your Network 

• The Shape of Things to Come 

• Finding a Mentor 
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Everything starts with the customer. 

—Louis XIV 


o many startup books focus on the idea of build and iterate, but it’s 
only half of the story. From the beginning, your startup needs to 
think about delivering a great customer experience. Early custom¬ 
ers can provide valuable feedback and generate word-of-mouth to spread 
your story. You’re too late if you wait to reach out to customers until the 
first day your product goes live. 

Throughout this chapter, we’ll dive into elements that you can use 
to craft the ultimate customer experience for your startup. The elements 
are divided into two core groups: Program and Testing. 

This includes elements such as Customer Experience Personas (Per) 
and Journey Maps (Map) that explore your customer needs and behaviors. 
It also includes building Prototypes (Pro) and collecting Insights (Cei). 

Program 

• Customer Experience Personas (Per): These are your ideal customers. 
These personas include demographic and psychographic information. 

• Customer Journey Map (Map): This map brings you through the 
journey of touch points that a potential customer will go through in 
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order to huy your product or service, as well as the touch points when 
using your product/service. 

Minimum Delightful Product (Mdp): A version of your minimum 
viable product that users absolutely love. 

Experience Design Prototype (Pro): A sample or model of a product 
or process used to test its viability and usability. 

Customer Experience Management (Cxm): A strategy that focuses the 
business operations and processes around the needs of the customer. 

• Customer Experience Insights (Cei): A program that collects, measures, 
and manages customer insights 

As we walk through these elements, you’ll find that some make 
sense to embrace now and others will make more sense as you grow your 
company. These elements will help you meet customer expectations to¬ 
day and get your startup to the next step. 

There’s no denying we’re in the age of the customer. However, you 
don’t have to fear customers or their opinions. You and your team have 
the opportunity to craft the experience you want for your customers. 
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Foundation Experience Growth 


As you take your idea to develop a product that is viable, you must drive toward creating something that is desirable and useful. It is within the 
customer experience that you can transform something from being merely useful to being fun to use on a daily basis. In our "Startup Table of 
0ements” we separate Customer Experience (Ce) elements into two categories - Program and Testing. 
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customer cXPiRlEHCE (C£) PROGRAM ELtMtNTS 


To make the leap from incremental improvements to breakthrough transformation, 
companies must routinely leverage a set of sound, standard practices. This program 
has a number of elements to reinforce this standard. 

Customer Experience Personas (Per) 

These are your ideal customers. They are the people who will buy and use your 
product. They will also provide the necessary feedback to make your products and 
the customer experience better. A persona program includes Investigative tech¬ 
niques like surveys, stakeholder interviews and contextual inquiry. 

Customer Journey Map (Map) 

The customer Journey map Is an oriented graph that describes the journey of a 
user by representing the different touch points that characterize his interaction with 
the product or service. Understanding the customer journey includes activities like 
competitive analysis, task analysis and journey maps. 

Minimum Delightful Product (Mdp) 

Beyond building a Minimum Viable Product (Mvp) it actually has to be useful and 
have people want to use it. Viability isn’t enough for small business software, ser¬ 
vices, hardware, or retail and consumer products. Delightful products get adopted 
faster, encourage better word of mouth, and trigger better satisfaction. Users fall In 
love with delightful products. 

afSTOMER hXPERiWCb (CE) lESIlNC E‘EMEKT5 


Testing your customers’ experience requires changing your perception of how they 
interact with your company. A customer-centric approach adds value to your com¬ 
pany and helps differentiate your business from your competitors. These elements 
help you understand what customers actually experience on the site and whrch 
elements most Impact overall satisfaction. 

Benchmarking (Bch) 

Understand how usable your product or service is by having a representative set of 
metrics and using confidence Intervals to generate a reliable benchmark. It also in¬ 
cludes comparative benchmarks using the same tasks on competitive applications. 

Usability Testing (Ust) 

As you gain a better understanding of your customer channels, you can lower 
your acquirement costs with usability testing. There are many components to 
usability testing including card sorting, tree testing, eye tracking, focus groups, 

A/B testing, surveys, interviews, contextual inquiry and heuristic evaluations. 


Customer Experience Design and Prototyping (Pro) 

A prototype is an early sample, model or release of a product built to test a concept 
or process or to act as a thing to be replicated or learned from. It can be in physical 
or digital form and leverages techniques such as sketching, wireframing and 3-D 
printing. 

Customer Experience Management (Cxm) 

Customer experience management (CEM or CXM) is a strategy that focuses the op¬ 
erations and processes of a business around the needs of the individual customer. 

II represents the discipline, methodology and/or process used to comprehensively 
manage a customer’s cross-channel exposure, interaction and transaction with a 
company, product, brand or service 

Customer Experience Insights (Cei) 

Customer insight prt^ms collect, measure and manage customer insights and 
feeds them back into the customer experience, either through immediate action or 
longer-term strategy. This includes programs such as the Voice of the Customer and 
a Customer Advisory Panels. 


Behavioral Targeting (Beh) 

Behavioral Targeting refers to a range of technologies and techniques used to in¬ 
crease the effectiveness of their products. A more targeted experience will naturally 
be more interesting to a user and provide an improved customer experience. Be¬ 
havioral data can also be combined with other user information such as purchase 
history to create a more complete user profile. 
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Figure 10.3 


6. LOYALTY 

Customer loyalty is not just atwut points, 
discounts, or rewards; it is about the way 
processes, technologies, and interactions 
engage individuals with the brand. 



r 


5. ENGAGEMENT 

Active, two-way, positive interactions that begin 
soon after a purchase is made have the 
greatest potential long-term value. 


A 

1 


•Early Customer Engagement Drives Future 
Revenue, Michael Moscarltoto, 2012 




4. EXPERIENCE 

78% of consumers have bailed on a transaction 
or not made an intended purchase because of a 
poor service experience. 


•American Express Survey, 2011 
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1.NEED 

By pairing your product with the problem that it 
solves, the role of marketing shifts from 
generating demand to generating awareness. 



2. AWARENESS 

Results when customers become aware of 
your brand, which may resuR from your 
marketing or advertising efforts or word of 
mouth/referrals from a friend. 



3. INTERACTION 

70% of buying experiences are 
based on how the customer feels 
they are being treated. 









when Ja-Nae started Wild Women Entrepreneurs, she started with 
the goal of helping women entrepreneurs find resources to help them with 
their businesses. The reality? Ja-Nae didn’t yet know where to find those 
resources herself. At the time, she was an opera singer who wanted to help 
some really deserving women succeed. However, the fact that she didn’t 
know how to raise venture capital or even find a babysitter didn’t faze her. 

Ja-Nae knew she didn’t need to know all the answers. She just 
needed to reach out to her customers for help finding them. So, when it 
came time to help Julie in Kentucky find venture firms in the state that 
she could pitch, Ja-Nae just started asking. She asked her personal net¬ 
work and reached out to the other ladies in Wild WE. Not only was she 
able to help Julie, but she was also able to create a list of firms across the 
United States for her ladies to access. 


EVERYTHING STARTS WITH THE CUSTOMER 

According to Wikipedia, “Customer experience (CX) is the sum of all ex¬ 
periences a customer has with a supplier of goods and/or services, over 
the duration of their relationship with that supplier. This can include 
awareness, discovery, attraction, interaction, purchase, use, cultivation 
and advocacy. It can also be used to mean an individual experience over 
one transaction; the distinction is usually clear in context.’’^ 


Customer Experience is the path to more 
recommendations. Organizations need to 
view a good recommendation as an 
outcome from a good experience. 

—Forrester Research 

Your startup should think early on about how to leverage CX as a 
strategy to focus business operations and processes around the needs of 
the individual customer. It represents the discipline, methodology, and 
process used to comprehensively manage a customer’s cross-channel in¬ 
teraction with a company, product, brand, or service. 


You can’t not have an experience! Individual customers decide 
whether they have had a good or bad customer experience. This 
impacts their future buying decisions and whether or not they will 
recommend us to friends or family. 


WHAT IS CE AND WHY DO I CARE? 



Eighty percent of companies believe they deliver a superior customer 
experience, but only eight percent of their customers agree. 

Think about a recent example in your own life where you were the 
customer and you had a bad experience... 


What was 
WToi% about 
it? 

What caused 
the problem 
(product, 
process, 
people)? 

DM you 
complain at 
the time or 
just walk 
away? 

How did you 
feet about that 
suppifer? 
Would you 
use them 
again? 

Now think i 
This has an ir 

ibout ttie produc 
npact on your sm 

t or service you a 
ccess fn>m the vt 

re creating. 

:iy beginning. 


'Data Source; Harvard Management Update, January 2010 
Figure 10.4 Why Customer Experience Matters 
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THE SIX DISCIPLINES OF 
GREAT CUSTOMER EXPERIENCES 


To make the leap from incremental improvements to breakthrough 
transformation, companies must routinely perform a set of sound, stan¬ 
dard practices. In the report, “The Path to Customer Experience Matu¬ 
rity,” Kerry Bodine, Vice President and Principal Analyst for Forrester 
Research, discussed the forty essential practices they’ve collapsed into a 
framework called the Six Disciplines of Customer Experience: 

1. Customer experience strategy 

2. Customer understanding 

3. Design 

4. Governance 

5. Measurement 

6. Culture 

Collectively, the six disciplines represent the most important things 
that the best companies do to be great at customer experience. Fast Com¬ 
pany published a helpful article with an abbreviated description of each 
of these disciplines:^ 

• The Strategy Discipline: “It’s a set of practices for crafting a cus¬ 
tomer experience strategy, aligning it with the company’s overall 
strategy and brand attributes, and then sharing that strategy with 
employees to guide decision-making and prioritization across the or¬ 
ganization ... [It’s] critical because it provides the blueprint for the 
experience you design, deliver, manage, and measure.” 

• The Customer Understanding Discipline: “Create [s] a consistent, 
shared understanding of who customers are, what they want and 
need, and how they perceive the interactions they’re having with your 
company today.” 

• The Design Discipline: “Envision and then implement customer in¬ 
teractions that meet or exceed customer needs. It spans the complex 
systems of people, products, interfaces, services, and spaces that your 
customers encounter in retail locations, over the phone, or through 
digital media.” 
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The Measurement Discipline: “[Quantifies] customer experience 
quality in a consistent manner across the enterprise and deliver[s] ac¬ 
tionable insights to employees and partners.” 

The Governance Discipline: “Help[s] organizations manage customer 
experience in a proactive and disciplined way... It holds people ac¬ 
countable for their role in the customer experience ecosystem and 
helps keep bad experiences from getting out the door.” 

The Culture Discipline: “Create [s] a system of shared values and be¬ 
haviors that focus employees on delivering a great customer expe¬ 
rience ... think of it as the way you shape what your employees do 
when you’re not in the room.” 

Take a look at the “Six Disciplines” sketchnote drawn by Kate Rut¬ 
ter for the Service Experience Conference in 2012. It maps the six disci¬ 
plines and how they work in practice. Review the sketchnote and think 
about how your organization would use these disciplines in its everyday 
customer experience. 


From User Experience to Customer Experience 

One company that has built its reputation on crafting stellar customer 
experiences for their customers is Fresh Tilled Soil. Here is what CEO 
Richard Banfield had to say about discovering that right mix for them¬ 
selves: 

SEQ: What's your philosophy on that concept and what you guys do here 
at Fresh Tilled? 

Banfield: I think we do a lot of things. The most important thing is that 
we are creating a company. Day to day, we build websites and web appli¬ 
cations and mobile applications for our clients, but what we’re really do¬ 
ing is building a company of people. If you think about that work at your 
company, it’s companionship, it’s a group of individuals that share a vision. 

We’ve had only one person leave in the last two years. We have al¬ 
most zero staff turnover. I don’t know of a single company both in our in¬ 
dustry and beyond it that can say the same thing. The reason is because 
we care. We really care about building a company that’s taking care of the 
people that are a part of that company. 


SEQ What are your thoughts on how brand experience and customer expe¬ 
rience are connected or how they aren't? 

Banfield I think they’re connected. I think the mistake that a lot of us 
have made in the past is thinking that you can define a brand through 


some kind of identity creation and then push that identity creation 
across into the marketplace with the hope that you’re going to huild an 
experience on top of that. 

What we’ve discovered, of course, is that it’s the reverse. You huild 
an experience, and from that experience comes your brand. Your brand is 


USER EXPERIENCE 


CUSTOMER EXPERIENCE 


User Experience fcx;uses largely on the 
research, design, and development of a project. 

• The goal is to build a better experience around 
the product or service. 

• This can include mobile and desktop apps, 
websites, or other digital interfaces, 

• This can also include non-digital materials 
such as paper or marketing collateral. 
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Customer Experience explores the overall 
experience that a customer can have across 
each touch point of the brand. 

• This includes communication and interaction 
points such as email, phone, or person. 

• This can include both digital interaction and 
physical face-to-face. 

• The goal is to identify problematic areas that 
could produce a bad customer experience. 
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what people say outside the room behind your back when you’re not 
there. Building that experience is essential to fulfilling the brand goal. 

DISCOVERING THE CUSTOMER JOURNEY 

Though you have already created an MVP, and your business model is on 
track, we challenge you to think very carefully about this question: Who 
are my ideal customers? 

• What do they want? 

• What are the steps they take to engage with my product? 

• What happens after they buy? 

• How does the company service their needs and keep them happy so 
they come back and also rave about how awesome we are to friends 
and family? 

You can work through all of these questions by discovering the jour¬ 
ney customers take with your business. We’U show you how to do just that. 


Starting with User Personas 

The first step in understanding the customer journey is to understand 
who qualifies as an ideal customer. You can accomplish this task by cre¬ 
ating Customer Experience Personas (Per). These personas represent 
your ideal customers. A persona program includes the following investi¬ 
gative techniques: 

• Survey: Surveys are an affordable way to identify your users, what 
they want, what they do, what they purchase, where they shop, and 
what they own. 

• Market Segmentation: Once you have some good survey data, you’ll 
want to turn it into meaningful clusters. This process will help group 
needs and wants into specific segments and at what point they care 
the most in the buying process. It’s about demographics and key differ¬ 
entiators. 

• Competitive Analysis: If you think you don’t have competition, you 
haven’t done enough research or you probably don’t have something 
people want. Understand the market, find out what similar companies 
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do in your market, and look to similar industries. What features do 
you share? What delights customers? You can use industry bench¬ 
marks to help create a baseline. 

Contextual Inquiry: This process observes users in their workplace 
or home and attempts to solve problems and accomplish goals by 
looking to identify unmet needs and understand the tasks they per¬ 
form. Contextual inquiry, while time consuming, can be incredibly 
revealing. 

Stakeholder Interviews: An amazing amount of information already 
exists in different company departments. Don’t simply interview the 
“most important” or “highest paid people” in the company. Your re¬ 
sults will be limited and probably not useful. Use a structured inter¬ 
view to ask customer support, QA, development, marketing, and 
sales to find out what to build, what to fix, and what to cut. 

You can start with personas even before you work on your business 
model, but if you don’t have a clear path on the business model, your per¬ 
sonas will turn out untargeted. As a result, you’ll waste your time in a 
constant state of revision. 

Proto-Personas Can Be Enough for Right Now 

The web contains many examples of persona diagrams, and it could bean 
endless exercise in making really cool charts with all the data of your us¬ 
ers. Ultimately, you need enough good data so you have a way to focus as 
you build your business and begin to craft the customer experience for 
your business, including creating proto-personas to help you focus on 
building your product. Jeff Gothelf, who co-wrote the book Lean UX, de¬ 
scribes proto-personas as “a variant of the typical persona, with the im¬ 
portant difference that they are not initially the result of user research.”^ 

EXERCISE: Proto-Personas 

Proto-personas are ad-hoc personas built to represent the archetypal 
"people" you believe will be your customers now and in the future. 

You should stress to your team that these archetypes are not scientif¬ 
ically proven.They're here as a reference point. (continues) 
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Developing your product can be very expensive - it often requires significant capital and resource investments. This is where you 
can incorporate proto-personas into your design process. 

Proto-personas are ad-hoc personas built to represent the archetypal "people" you believe will be your customers now and in the future. Doing a proto-persona exercise takes 
about two days. The first part requires a few hours. Your goal is to look at the company from the customer’s point of view. Then, articulate who the customers are and what 
needs they have that impact the company. You should stress to everyone involved that these archetypes are not scientifically proven. They're here as a reference point for your 
team. They help build your product, plan the roadmap, and aid with decision making. 

They're drawn in four quadrants, and you’ll note in the Proto-Persona Framework diagram below they're mapped as follows: 


STEP 1: 

Have each person sketch 
on a piece of paper a 
proto-persona they think 
represents the buyer of 
the product. 


STEP 2: 

After each team member 
creates their own proto¬ 
persona,they each 
present in front of the 
group their persona and 
take questions as to why 
this person is appropriate 
for the business. 


STEP 3: 

Then, you do successive 
rounds where people 
Incorporate their ideas or 
decide which elements 
are better. The goal is to try 
and find common 
elements and consolidate 
personas until you have 
three to five proto-perso- 


HOW PROTO-PERSONAS ARE MAPPED 


NANE 


Sketch of the 
individual, a 
name, and basic 
demographics. 


DEMOGRAPHICS 

Explore and list 
more detailed 
demographics. 


nas that work. After that part is done.the team 
determines where each persona is positioned on five 
different spectrums. 


BEHAVIORS 


Identify the 
behaviors and 
beliefs of the 
persona. 


NEEDS/GOALS 

Identify the 
needs and 
goals of the 
persona. 




A PROTO-PERSONAS WITH EXAMPLE INFORMATION 


JANE ^ tussled 
V?5(S^hair 

1 J smart 

phone 

BEHAVIORS j 

- Avid blogger 

- Doesn't like 24 hr | 

neu/s 

- Tu/itter user 

- Loves to eat pudding I 

- Online extrovert J 

DEMOGRAPHICS 

NEEDS/GOAIS '' 

- 20-30 yrs old 

- Ego gratification 

- Female 

- Wants to be heard 

- College Grad 

- Engage with humans ’ 

- Non-leadership 

- Loves to find cool 

u/hite collar job 

stuff and hong out | 

- Economics major 

with the "cool crowd" 


*Oaia Sources: http://uxmag.com/articfes/using-proto-persond$-for-executive-alignment, hUp://www.dtelepathyxorn/blog/phiiosci:Jiy/how to n^ike-proto-pesonas 
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Doing a proto-persona exercise takes about two days. The first 
part requires a few hours. Your goal is to look at your startup from the 
customer's point of view. Then, articulate who the customers are and 
what needs they have that impact the company. 

Within the Proto-Persona Framework, there are four quadrants 
mapped out as follows: 

• The top-left quadrant is for a sketch of the individual, a name, and 
some basic demographics 

• The top-right quadrant is for behaviors and beliefs of the persona 

• The bottom-left quadrant is for demographics 

• The bottom-right quadrant is for needs and goals 

The first step is to have each person sketch out a proto-persona 
they think represents the product buyer. After each team member at¬ 
tempts to create their own proto-persona, they present their persona 
to the group and take questions on why this person is appropriate for 
your business. 

Next, do successive rounds where people incorporate feedback 
and decide which elements are more important. The goal is to find 
common elements and consolidate personas until you have three to 
five proto-personas that work. Finally, the team determines where 
each persona is positioned on five different spectrums. 

Once you have your group of proto-personas done, it's time to 
map their journey with your company. 


TheCustomer Journey Map 

The Customer Journey Map (Map) helps you build a better understand¬ 
ing of how your customers interact with your company and your brand. 
When used properly, it forces you to consider every channel, product, 
and touch point that characterizes your customer’s interaction with your 
product or service. 

Your Customer Journey Map builds on tbe proto-personas you cre¬ 
ated and dives deeper into the customer’s needs objectives, perceptions. 
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and motivations. It can reveal paths to purchase by giving you insights 
that increase your chances of success while identifying the potential bar¬ 
riers and pain points in tbe customer experience. 


EXERCISE: Experience Mapping the Customer Journey 

On the following pages, we've laid out a framework for creating your 
own Customer Journey Map.There are six things that smart companies 
include in their map:"* 

1. They define a clear, compelling value proposition for customers 

2. They know the journeys that matter and why they matter 

3. They continuously innovate the end-to-end journey experiences 

4. They use journeys to reinforce front-line culture 

5. They optimize processes and systems to ensure consistent 
delivery 

6. They use journeys to define a metrics and governance system 


BUILDING A MINIMUM DELIGHTFUL PRDDUCT 

An MVP is one of tbe most popular ideas to emerge from the Lean Startup 
movement. It reduces the chances that you’ll build a product customers 
don’t want. Think of it as a broader methodology that gathers qualitative 
and quantitative customer and user research throughout the develop¬ 
ment process. 

But it’s time to ask the question: Will this product delight my cus¬ 
tomers? You won’t know for sure until you put something out there and 
start testing. It’s also true that an MVP might work initially, but it sim¬ 
ply isn’t enough to succeed. Our goal is for you to build a product that’s 
both viable and delightful. Delightful products get adopted faster, en¬ 
courage stronger word of mouth, and trigger better satisfaction. Users 
fall in love with delightful products. Your real goal is to build more than a 
MVP. Build a Minimum Delightful Product (Mdp). 


What Does It Take to Build an Mdp? 

Three areas must come together: 

Whole Product Approach: You design your product as a whole in¬ 
stead of feature by feature. It’s a combination of user experience and 
functionality that makes a product wonderful. 

Elegant Design: Think of Google’s simple search box or how apps 
fade on a mobile phone. Elegant design is delightful. 

• Focused Quality: Simply put, when something is done, it’s done and 
should work without problems. It may not have all the functionality 
you want, but what does exist needs to work well. 


Minimum Delightful Products (Mdp) and Prototyping (Pro) 

A great way to create your Minimum Delightful Product (Mdp) is 
through an Experience Design Prototype (Pro). A prototype is an early 
sample, model, or release of a product built to test a concept or process or 
to act as a thing to be replicated or learned from. It can be in physical 
or digital form and leverages techniques such as sketching, wireframing, 
and 3-D printing.^ 


Advantages of Prototyping 

There are many advantages to protoyping. Here are just a few: 

• Reduced Time and Costs: Prototyping can improve the quality of re¬ 
quirements and save money versus if it was done later in the develop¬ 
ment cycle. 

Improved and Increased User Involvement: You have a great oppor¬ 
tunity to talk to the users and see how they interact with your proto¬ 
type to reduce the cost and give the customer what they really want. 

While there’s no hard definition for what constitutes a prototype, 
they generally fall into five categories:® 

Proof-of-Concept Prototype 

A proof-of-concept prototype tests some aspect of the intended design 
without attempting to simulate the visual appearance exactly, the choice 


of materials, or the intended manufacturing process. Such prototypes 
can “prove” a potential design approach like range of motion, sensors, 
and architecture. These models can help identify which design options 
will work and if additional development and testing is necessary. 

Form Study Prototype 

This type of prototype allows designers to explore the basic size, look, 
and feel of a product without matching the actual function or exact vi¬ 
sual appearance of the product. This prototype helps assess ergonomic 
factors and provides insight into visual aspects of the product’s final 
form. They may even be hand-carved or machined models from easily 
sculpted, inexpensive materials (e.g., urethane foam). 

User Experience Prototype 

If the prototype needs to invite active interaction and support user-focused 
research, a company will produce a user experience model. The goal isn’t 
to address possible aesthetic treatments, but to represent the overall 
size, proportions, interfaces, and articulation of a promising concept. 
This type of model allows early assessment of how a potential user inter¬ 
acts with various elements and the overall user experience. 

Visual Prototype 

This version will capture the intended design aesthetic and simulate the 
appearance, color, and surface textures of the intended product, but will 
not function like the final product. These models work well for market re¬ 
search, executive reviews and approval, packaging mock-ups, and photo 
shoots for sales literature. 

Functional Prototype 

Also called a working prototype, this model attempts to simulate the de¬ 
sign, aesthetics, materials, and functionality of the finished product. A 
functional prototype may be scaled down to reduce costs. 

Look at the prototyping process as something that is iterative 
and core to your product development process. It helps you craft the 
user experience that ultimately forms a basis for the overall customer 
experience. 
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4 STEPS TO UNDERSTANDING THE CUSTOMER JOURNEY 



KNOW THE CUSTOMER 

Examine customer Interactions and 
the behavior they display across the 
various touch points and chanrtels 
of their journey. 

I 



MAP THE JOURNEY 

Take your data and findings and 
transform them into a map that follows 
your customer's journey. 



TELL THE STORY 

Use your map to build compelling 
stories across touch points and 
channels to create understanding. 



LH THE MAP GUIDE 

Let the map be your guide for 
developing new insights and finding 
new ways to provide a better 
experience (or your customers. 


The Activity 

The process of mapping a user’s experience is collaborative and co-creative 
that visualizes a holistic exploration of the customer. The end result is an 
artifact called an experience map. 


The Artifact 

The experience map provides support for guiding your strategic 
moves while also presenting a nch guide for understanding the 
entire journey of your customers. 


ELEMENTS OF A JOURNEYMAP 

TOUCHPOINT 

A point of Interaction between a person and any 
agent or artifact of an organization. These 
interactions take place at a certain point in time, in 
a certain context, and with the Intention of 
meeting a specific customer need. 




CHANNEL 

A medium of interaction with customers or 
users. Print, the web, mobile, voice calls, and 
brick and mortar locations are all common 
channels for reaching out to and interacting 
with customers. A channel defines the 
opportunities or constraints of a touch point. 


"Data Source: Adaptive Path 
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WHAT’S IN A CUSTOMER EXPERIENCE MAP? 

There are six dimensions and three components of experience the map should capture. These represent 
important reference points for features of the service design - e.g. how the service is found, who uses it, 
what they're looking for. what information they use, who and what is of most help etc. By capturing 
these experiential aspects we ensure the customer's voice is represented as the service is designed and 
implemented. 

6 Dimensions: These dimensions help extract content for the map and generate conversation during the 
mapping. The responses help In considering what is to be recommended in the design. 

• Time/duration 

• Interactivity 

• Intensity 

• Breadth/consistency 

• Sensoral/cognitive triggers 

• Significance/meaning 

3 components: These represent the key content of the map itself. Simply put, what people: 

• Think 

• Do 

• Use 
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BUILDING BLOCKS OF A JOURNEY MAP 

Understanding the customer's behavior can be complex, but 
doing so provides you with rich information on how your 
customers will interact virith your brand over time. The firm 
Adaptive Path has broken down the process into a series of 
helpful building blocks to guide you in getting started. The 
process relies on two areas of focus: Research and Discovery. 
They rely on a foundation of Doing. Thinking, and Feeling. 




RESEARCH 


DISCOVERY 




QUALITATIVE QUANTITATIVE QUALITATIVE QUANTITATIVE 
J L 



DOING 

What actions is the 
customer taking to 
meet their needs? 
What is key in their 
behavior? 


THINKING 
How do your 
customers evaluate 
their experience? 
What is it that they 
expect? 


FEELING 

What emotions do 
they have along 
their journey? What 
are their highs and 
lows? 
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EXERCISE: Prototype (Pro) Your Minimum Delightful 
Product (Mdp) 

For this exercise, you should have defined your Minimum Viable 
Product (Mvp). Now that you're focused on crafting a stellar customer 
experience, you must work hard to have the three areas of a M/n/mum 
Des/rab/e Product come together: (1) whole product approach, (2) ele¬ 
gant design, and (3) focused quality. This is where you focus on build¬ 
ing your prototype. Select a prototype approach from the five we just 
reviewed. 


CUSTOMERS AS PARTNERS 

when you begin building relationships between your business and 
customers, understand that there are really two ways to create that 
relationship. 

1. Staying Casual: You have something a potential customer may need. 
You make the sell and an exchange or two may follow, but that’s it. 
They may adore your product or service, which you appreciate, but 
the connection stays casual, leaving room for competitors to sweep 
in at any time. 

2. Building a Partnership: Instead of settling for an amicable relation¬ 
ship without much expected from either side, build a real partnership 
with your customers. How can you foster a partnership? Here are 
three building blocks to help you build a partnership with your cus¬ 
tomers: 

• Solve Real Problems: Customers must deal with an overwhelm¬ 
ing number of choices. Don’t provide only another choice. Provide 
a solution. Listen to your customers so you can understand what 
they truly need. Ask more questions if needed because your cus¬ 
tomers’ problems aren’t likely to be your problems. Prioritize small 
changes that could solve your customer’s problem. 

• Be Transparent: People buy from companies they trust. Building 
that trust starts with you. Commit to being as transparent as possible 
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with your customers. Share your story and allow people to know 
why you started your business. If something goes wrong, admit it 
and let them know how you’ll fix the issue. 

• Run Beta Tests: Who better to help with the beta test of your prod¬ 
uct or service than real customers? Many customers appreciate the 
invitation to provide this kind of help. Beta testers often end up 
investing a ton of time in you and your business. Bring your cus¬ 
tomers into your inner circle and reward them for their efforts and 
support. 

A company that’s built its customer experience through partner¬ 
ships is Behance. Behance is a company dedicated to organizing the 
creative world. We had a chance to chat with co-founder and Head of De¬ 
sign, Matias Corea to see how they did it: 

SEQ: When you were doing Behance with Scott, as you were going along, 
did the original idea change a lot? 

Corea At the beginning, 1 think ideas are always blurred. Even if you 
think they’re sharp, they’re not, because 1 have yet to see something 
that was identical at the moment of conception and when it becomes 
successful. 

Think about the biggest platforms, Facebook, Twitter, Digg, Be¬ 
hance. Products themselves always transform, and evolve, and improve, 
and some of them completely change into other businesses. For us, 1 
think something that never changed was empowering creative, but we 
found a way to do it more efficiently by trial and error. 

SEQ: Was there a tough decision required to change the direction? 

Corea 1 think the hard decisions we had to make are around focus and 
resources. We threw all those lines into the sea to see which ones pulled 
and slowly, the hard decision was to sell products and parts of our busi¬ 
ness. Why? Because every time you have one of those lines, you’re put¬ 
ting attention, you’re putting energy, and you’re putting resources in 
them. The hardest part of building a business is actually knowing and 
the hard decision is knowing what you have to keep and what you have 
to let go. 


Building a Customer Experience Management (CXM) Program 

To support and provide some focus around all of your efforts to work with 
your customers and improve your product, you should huild a Customer 
Experience Management (CXM) program. A CXM creates alignment 
between groups and focuses the operations and processes of a business 
around the needs of the individual customer. This is an ongoing, transpar¬ 
ent program that represents the discipline, methodology, and/or process 
used to comprehensively manage a customer’s cross-channel exposure, 
interaction, and transaction with a company, product, brand, or service. 

EXERCISE: Outline Your Customer Experience 
Management (Cxm) Framework 

On the following page is a CXM Program Framework example. It is 
separated into three parts: (1) the Framework Alignment, (2) the Cus¬ 
tomer Experience, and (3) the Framework Implementation.There are 
a few things to keep in mind with this program flow. 

The Framework Alignment is there for you to audit and map pro¬ 
cesses to align with the organization.The Customer Experience looks 
at the various touch points used in the Framework. Framework Imple¬ 
mentation is focused on mapping the program to customer insights and 
feedback along with metrics (e.g., KPIs) that track action and success. 


Testing the Customer Experience 

Testing your customers’ experience requires changing your perception of 
how they interact with your company. A customer-centric approach adds 
value to your company and helps differentiate your business from your 
competitors. Plus, you’ll end up with a customer experience so epic and 
unique that you’ll only add to the pool of customer evangelists from the 
very beginning of your business. 

We suggest designing your testing around these five tips: 

1. Know what matters to your customers because it informs risk-based 
testing. 

2. Keep any promises you make. Can you test these promises? 


3. Spot potential problems and fix themi 

4. Communicate clearly and simply to test your communication (e.g. 
error messages). 

5. Take responsibility when things go wrong and test the fix processes, too. 


Checking In with the Customer Development Process 

We started Chapter 7 with the introduction of the Customer Develop¬ 
ment Model that Steve Blank came up with in his book Four Steps to the 
Epiphany. Let’s revisit this diagram to check-in with your progress. At 
this point, you should be in the Customer Validation phase with a vali¬ 
dated business model. 
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CMX PROGRAM FRAMEWORK F,...,0 .0 


FRAMEWORK ALIGNMENT 

First-time and periodic activities to gain a holistic view of the Customer 
Experience and align the Customer Experience Management Framework. 


Customer Experience Lifecycle Audit 


Experience Lifecycle Audit 
Audit of the Customer Experience 
Lifecycle that covers all channels, 
internal and external, between 
customers and the company 
beyond the Customer Lifecycle. 


Mapping 

A map of the Customer Experience 
Lifecycle is established and various 
interactions prioritized in terms of 
business importance and impact on 
customer experience. 


1 


Customer Research 


Multi-channel Insights 

Different research methods are used 
to gain deeper insights into customer 
needs and what constitutes customer 
value at different channels. 


Segments and Value 
Customer segments are identified 
based on psychographics and 
particular attention is paid to 
understanding emotional value. 


1 

i 


Organizational Alignment 


Process of Analysis 
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Policy Alignment 

Ensure p.'OcubbL-*^, osrto.mance 
metrics, irceni:v;.r., and training are 
aligned Customer Experience 
goals across depart meni- 


1 
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THE CUSTOMER EXPERIENCE 

The start, middle, and endpoint of 
the Customer Experience 
Management Framework. 


Experience Design 


Designing the InterAction 
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Customer Experience Roles 

Customer Experience is every 
department’s responsibility. 

‘Data Source: Customer Input Limited 2011 


Marketing 

Communicates the differentiated customer 
value and brand promise. Also monitors 
customer feedback and opinion in public 
channels and respond accordingly. 


Human Resources 

Communicates the Customer Experience 
brand values and goals internally and 
ensures staff have the appropriate skills 
and mindset to deliver the Customer 
Experience. 
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FRAMEWORK IMPLEMENTATION 

structured enterprise-wide systematic collection and management 
of customer insights and the processes to feed them back into 
shaping the experience. 


Website 


Point of sales 


Advertisement 
Branding 
Social media 
Business partners 



Products 


Facilities 


Call center 


Customer service 


Service center 


Customer Experience 
The experience is what happens when 
customers interact actively or passively 
with any channel. 


Mapping 

The Customer Insights Program, which 
integrates the Voice of the Customer 
(VOC) is a collaborative effort between 
different departments. It may be 
managed by a dedicated Chief 
Experience Officer. 


Ongoing Feedback 

Feedback from different sources is 
shared across relevant department for 
action to be taken. This can include 
everything from call center enquires 
to social media discussions. 


Periodic Research 
A mix of research methods can be 
used to understand the overall 
customer experience with the 
company and that at specific 
channels. 



KPIs 
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Operations 

To facilitate the delivery of Customer 
Experience by enhancing internal processes 
and back-end functions and to deliver it 
directly at multiple servicing and support 
channels. 


Sales 

Ensures sales people have the appropriate 
skills to understand and deliver customer 
value at each phase of the sales cycle; 
from recommending solutions that meet 
customer needs to post-sales follow-up. 


Research & Development 

Understand customer value through 
customer research and the Customer 
Insights Program and integrate it at the 
core of the company’s products or 
services. 
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You should be working on your minimum desirable product, and in 
the event of a major revelation that requires a pivot, taking steps to ad¬ 
just your business as you go. You should also be thinking about your sales 
and marketing roadmap. The customer personas and journey maps will 
help you create a strong roadmap and related programs. We’ll do a deeper 
dive of those things in the upcoming chapters. 

LEVERAGING BENCHMARKS, 

TESTING AND CUSTOMER INSIGHTS 

To understand the usability of your product or service, you need a rep¬ 
resentative set of metrics to generate reliable Customer Experience 
Benchmarks (Bch). You’re ready to benchmark if you have at least a 
functioning beta and understand the usability of your product or service 
from your customer experience work. Jeff Sauro, the founder of Mea¬ 
suring Usability (a quantitative research firm), has a great list of bench¬ 
marks for user experience. They offer a starting place if you’re having 
trouble finding a starting point:’ 

• Task Completion Rate 

• Net Promoter Score—Consumer Software and Website versions 

• System Usability Scale (SUS) Score 

• Task Difficulty 

• Speed of Use 

These benchmarks will eventually include comparative benchmarks 
using the same tasks on competitive applications. Comparative bench¬ 
marks look at things like how difficult are the same tasks on the competi¬ 
tive applications you identified. To measure, recruit some users then use 
core metrics like completion rates, time, and task difficulty. It will be eye 
opening to see the strengths and weaknesses of your product. 


Start a User Testing Program 

Businesses that provide an engaging, hassle-free customer experience are 
the ones that convert browsers into buyers and first-time buyers into re¬ 
peat customers. For the online business, the first step towards improving 
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conversion and customer retention rates is to understand what custom¬ 
ers experience on the site and which elements most impact overall sat¬ 
isfaction. But it’s impossible to predict customer experience without 
reliable, interpretable data from real people interacting with the site. 
This is where Customer Usability Testing (Ust) becomes critical. Here 
are some examples of different testing: 

• A/B Testing: Design and improvements don’t stop once you’ve gone 
live. A/B testing is a simple way to test changes against the current 
design and determine which ones produce positive results. You can 
test forms, buttons, copy, images, and prices. Don’t be afraid to test 
wild-card ideas. 

• Multivariate Testing: If you’re in a hurry or like to test multiple sce¬ 
narios and combinations of things, you can do multivariate testing 
on a live website or simulate the experience in a development envi¬ 
ronment using attitudinal data instead of actual purchases. 

Surveys: We mentioned surveys a bit earlier. They’re tried and true. 
You can go paper or digital. You can find out things like whether users 
are recommending your website or product. You can use the results 
in your comparative benchmarking. What is also great about surveys 
is that you can include open-ended comments that add dimension to 
the quantitative data you’re gathering. 


Your Data Reveals Behaviors and Better Ways to Target 

Using a range of technologies and techniques, you can increase the ef¬ 
fectiveness of your products through Customer Behavioral Targeting 
(Beh). There are three primary dimensions: 

Customer Acquisition: The main goal of your product, especially at 
its initial release, is the acquisition of new customers. An intuitive, 
considerate customer experience leads to better conversions. By fol¬ 
lowing the consumer’s interests, patterns, and behaviors, you effec¬ 
tively reach consumers in a natural fashion. 

Branding Reinforcement: We’ll get to branding in Chapter 11, but 
after you’ve acquired a customer, you need to keep up the condition¬ 
ing of consumers’ perceptions of your brand and increase awareness. 


recall, and equity over time so when they’re ready to come back, they 
know exactly who to go to: you. 

Customer Retention: Think like Amazon and pull together your user 
data to achieve a deeper understanding of customer predispositions. 
You can then provide recommendations and offers that map back to 
those needs to improve the experience even before they ask you how. 


Leveraging Customer Insights 

You will note in the earlier diagram for the Customer Experience Program 
the right side is focused on gathering customer insights. The Customer 
Experience Insights (Cei) program collects, measures, and manages 
data to feed back into the customer experience, either through immedi¬ 
ate action or longer-term strategy. This includes existing customer pro¬ 
grams such as the Voice of the Customer and a Customer Advisory Panel, 
which are shown in diagrams on the following pages. 

Insights Inform Decisions 

A Customer Experience Insights (Cei) program provides you with data 
to inform a variety of business and design decisions. Below are some of 
the things that great insights can address for your startup as it contin¬ 
ues to grow: 

Business Strategy Issues 

• Do users understand the site’s value proposition? Do their percep¬ 
tions of the value proposition change after site usage? 

• Does the actual customer experience stay consistent with brand posi¬ 
tioning? Does it stay consistent with the offline brand? 

How does user experience on the site compare with competitors’ 
sites? 

After interacting with the site, are users likely to come back? Why or 
why not? 

• What features are users expecting to see on the site? 

• Does a particular type of user (e.g., novice users, power users) react 
differently to the site? What special needs do particular groups have? 


Design Issues 

• Can users accomplish critical tasks, like searching and registering? 

If not, why? 

• At what point in the process of pursuing specific tasks do users fail or 
give up? Why? 

• Do users notice and make use of particular features on the site? 

• How much time and effort does it take to accomplish critical tasks? 
How can this best be reduced? 

• Do users read and make use of information provided? Do users have 
enough information? 


At this point in your startup journey, you’re exploring how to craft a stel¬ 
lar customer experience. To get started you should work through the fol¬ 
lowing exercises: 

• Define your Customer Experience Personas (Per) with a Proto- 
Persona Exercise 

Outline the Customer Journey Map (Map) with an Experience 
Mapping exercise 

• Prototype (Pro) Your Minimum Delightful Product (Mdp) 

Outline Your Customer Experience Management (Cxm) Framework 
Set the Customer Experience Benchmarks (Bch) you wish to 
measure 

• Start a Customer Usability Testing (Ust) Program 

• Identify the Customer Experience Insights (Cei) to improve the 
customer experience 
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(USTOHER EXPERIENCE INSIGHTS PROGRAM,o.. 


LEVERAGING A CUSTOMER ADVISORY PANEL 

(Source: Wikipedia) 

A customer advisory panel Is a group of existing customers convened on a r^ular basis to advise company management on Industry trends, 
business priorities, and strategic direction. It is different from a focus group in that its membership is made up of senior executives from customer 
companies, not product users. Topics of discussion tend to be more strategic than tactical. 


CUSTOMER SUBSETS 


DEPARTMENT OWNERS 


strategic 

Customers 


^ Corporate 

Marketing 


Reference 

Customers 


Customers that 
Attend User Groups 


All Current 
Customers 



Product/Soiutions 

^ Marketing 

k 


Product 

Management 


Customer 

Support 


CUSTOMER INPUT 


’Data Source: Wikipedia, Forrester Research, Inc. 2007, Temkin Group 2011 


144 


THE STARTUP EQUATION 





CUSTOMER INSIGHTS WITH CUSTOMER ADVISORY PANELS AND VOICE OF THE CUSTOMER PROGRAMS 

Running a Voice of the Customer (VOC) Program 

The Voice of the Customer program is a market research technique that produces a detailed set of customer wants and needs, organized into a 
hierarchical structure, and then prioritized in terms of relative importance and satisfaction with current alternatives. Voice of the Customer studies 
typically consist of tx)th qualitative and quantitative research steps. They are generally conducted at the start of any new product, prtx:ess, or service 
design initiative in order to better urrderstand the customer's wants and needs, and as the key input for new product definition, Quality Function 
Deployment (QFD), and the setting of detailed design specifications. 


LEVELS OF THE VOICE OF THE CUSTOMER 



Description 

Used to: 

Relationship 

tracking 

Survey customers at regular Intervals 
(e.g., quarterly, annually) on how they 
feel about the company. Use simple 
metrics such as likelihood to 
repurchase, or likelihood to switch 
companies. 

• Set long-term corporate goals 
and track overall progress 

• Focus investments in key areas 
that correlate with Improvements 

Interaction 

monitoring 

Survey customers after key 
interactions to determine how 
satisfied they are with both the results 
and the processes. 

• Spot problematic trends 

• Provide detailed feedback to/about 
frontline employees 

• Trigger an immediate response to 
events like negative feedback 
from a key customer 

Continuous 

listening 

Sample frontline customer Interactions 
on a regular basis by listening to call 
center conversations, reading emails, 
chat logs, or blogs, or by visiting 
stores/brances. 

• Identify early signs of problems 

• Understand the emotional side 

of customers' issues and concerns 

Project 

infusion 

Systematically Include definitions of 
target customers’ needs within 
project plans for tools like design 
personas and requirements 
documents. 

• Keep projects focused on the needs 
of specific customer segments 

• Align Investments on a core set of 
customer experience improvements 

Periodic 

immersion 

Periodically get executives to spend 
significant time Interacting with 
customers and frontline employees. 

• Identify obstacles encountered by 
employees 

• Question the status quo about 


business rules and processes 


20 LEADING AND EMERGING PRAQICES 
FOR VOICE OF THE CUSTOMER PROGRAMS 


VoC49Kcipttrte 

Leading and Emerging Practice 

Detect 

1. Social media Integration 

2. Contact center insight extraction 

3. Frontline feedback solicitation 

4. Unstructured feedback expansion 

5. Strategic sampling 

Disseminate 

6. Consultative supporting 

7. Role-based reporting 

8. Insight alerting 

9. CRM integration 

10. VoC community building 

11. Customer callback Institutionalization 

Diagnose 

12. Customer journey and segment analysis 

13. Diagnostic capacity creation 

14. End-user drill-down enablement 

Discuss 

15. Ongoing cross-functional participation 

16. Clear executive involvement 

Design 

17. Customer collaboration 

18. Promoter activation 

Deploy 

19. Experience release planning 

20. Iteration planning 
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CHAPTER 


Authentic brands don’t emerge from marketing cubicles or advertising agencies. 
They emanate from everything the company does ... 



—Howard Schultz 


The New Brand Order 


W hen Ja-Nae and her team started Wild Women Entrepreneurs 
(Wild WE), they all agreed to make sure they created a place 
where women entrepreneurs felt safe to be themselves and talk 
about their failures as well as their successes. So, they set off to make 
sure every piece of branding conveyed to the entrepreneurial members 
that this was “their community.” No BS, no suits, no pretense. Just real 
women starting real businesses while living real lives. This passion and 
consistency of brand is what allowed Wild WE to grow to fifty-five chap¬ 
ters in seven countries in under a year. 

This section of the book began with “The Customer Experience” 
which voices the message that without a great experience, your company 
will fail. The continuation of that message is shaping a brand for your 
company that lives beyond your four walls and captures the essence of 
your company. Almost every startup uses their product as their message. 


which is just dead wrong. Leading with your brand and its essence will 
help you create a whole world around it, if done right. 

GREAT BRANDS = GREAT EXPERIENCES 

Brand is one of those words everybody uses, but it’s the unsung hero of 
a startup. Sure, brands can be sexy, but everyone seems to focus on their 
product MVP and getting “traction.” Branding, however, is a cornerstone 
element of the Startup Equation. When most startups assess their prior¬ 
ities, branding often gets put on the to-do list closer to launch. 

Your startup needs to be think about branding from the start. As an 
entrepreneur, you should view your brand as the emotional response to 
what you provide your customers. Your startup is branding itself from 
the very moment you ask a friend or family member to support your idea. 
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Foundation Experience Growth 


Branding is one of the most important aspects of any business because it is the foundation of how you will communicate about your company. It 
is the promise of your brand and how people will psychologically connect with your company. From the creation of your logo to your single word 
equity, these elements will help you figure out where to start. 
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BRAND (BR) IDENTITY ELEMENTS 


The brand identity is the representation of your company's mission, attributes, 
values, strengths, and passions. Having a strong brand Identity fosters customer 
loyalty through clarity. People will know who you are and what you stand for. This 
allows them to choose whether or not to align with your business. Here are some of 
the brand Identity elements to be aware of: 

hlAme (N«m) 

Names are quite powerful. Each one has a distinct difference. Some debate that 
getting your company name right is the most important aspect to branding. We will 
let you decide that yourself. 

Logo (Lgo) 

Your company logo is your symbol. It's one of the first things someone will see when 
they visit your website or looks at anything writh your name on it. A unique logo is 
one of the main ways people remember your company. 

TAglIrre CT^) 

A really great tagline conveys a company's uniqueness with personality. The most 
memorable taglines connect on with customers on an emotional level and illustrates 
what your company does. 


BRAND (BR) SENSES TESTING ELEMENTS 


When creating your startup, you want to brand it so that It sticks in people's minds. 
It is not about just your product or sen/ice, but about the experience you create and 
that includes all 5 senses. But using sensory branding, you invoke an emotional 
response from your customers and this can mean the difference between acquiring 
new customers or not. 

Voice (Voc) 

Your brand voice is not what you say, but how you say It. This encompasses more 
than the words you choose. It encompasses their rhythm and their pace. A brand's 
tone of voice should be distinctive, recognizable and unique. Your brand's voice 
will inform all of its vwitten copy, including its website, social media messages, 
emails and packaging. 

Sounets (Sr^d) 

A sound that is associated with your startup can be a jingle, a unique voice, a 
theme song, or familiar beep. It doesn't have to be extravagant, but It has to be 
unique to you. 


f=orrt(Fr\t) 

Typography plays a key psychological role in how people view your brand. The 
typeface matters because of its power to create a sense of recognition and trust 
between you and your customers. The logo, the typeface within it, and all of your 
branding identity elements all go hand In hand. 

Positioning (Pos) 

A brand's positioning is a one or two sentence statement that clearly identifies what 
your unique value is to your customer and what your brand promise is to them. That 
promise may be about how you differ from the competition or why your customers 
should care. No matter what. It sets the expectation In the customer's mind. 

Colors (CIr) 

The color of your brand is an essential character In your company. When choosing a 
color to represent your brand. It goes way beyond personal preferences. Color is the 
very first perception customers will have of your company, and with that comes an 
immediate emotional response to your company. 


Touch (Tou) 

People pay close attention to product design. Tactile aspects can improve usabil¬ 
ity and customer satisfaction. How a product feels matters almost as much as Its 
functionality In the consumer's mind. Physical proximity to product is elemental to 
purchase decisions. 

Taste/Smell (Tas) 

The sense of smell is a powerful tool, and can trigger emotions that aren't exactly 
defined, as well as evoke memories. When people smell, it has a distinctive attach¬ 
ment to an object or place. The sense of smell emotionally affects humans up to 
75% more than any other sense. The combination of smell with taste invites people 
to engage multiple senses at once. 
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One startup in Boston knows how important it is to evoke that emo¬ 
tional response through its brand and it’s Roxy’s Grilled Cheese. When 
asked about starting a business and the importance of branding, here is 
what Founder, James DiSabatino had to say: 

SEQ: How did you go about starting Roxy's and what was your motivation 
beyond creating it? 

DiSabatino: 1 became an entrepreneur because I had to. It’s really that 
simple. 1 can’t work for someone else, the same way some people can’t 
eat peanuts. But at the same time, I didn’t want to do anything that any¬ 
one had done before in Boston. I’m sure a lot of people dream of things 
like this, but it clicked for me in 2010, shortly after finishing Emerson 
and having traveled the world a few times with my brother’s band. The 
Carrier. 

While traveling Europe, we would arrive in cities with incredible 
spreads of food. But the constant thing we got in every country was 
an abundance of cheese and bread. 1 made a joke saying that I would 
love to make cheese sandwiches for a living, and then I realized that 1 
could. Not only that, 1 could do it out of a food truck, something that no 
one had done before in Boston. It was a case of personal need meeting 
opportunity. 

SEQ: What is the secret sauce in Roxy's branding? 

DiSabatino: Authenticity. It’s equal parts aggressive and sophisticated, 1 
think. It’s congruent with how we run our business. 

SEQ: Which branding elements were core to getting Roxy's up and running? 

DiSabatino: It was important to me that our branding evoke the same 
emotional response as the experience of dining with us. It’s D.l.Y but 
driven by hospitality. We were creating a world class concept, so we 
needed world class branding, even if it’s a bit off-kilter at first look. 

Some will argue that you don’t need to worry about branding, and 
they’ll point to tech companies like Amazon, Dropbox, or Facebook to 
make their point. True, these companies used good PR, viral market¬ 
ing, and word of mouth, but despite the arguments otherwise, they were 
communicating a brand message from the beginning. So many startups 
seem to profess that their product is their message. After building prod- 
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ucts for two decades, we’re convinced this approach is plain wrong. There 
will be many who argue with us, but let’s look at the evidence. 

BUILDING A GREAT BRMiO TAKES GUTS! 

Like your personal relationships, you discover that brands (including 
yours) have different dimensions. Erik Roscam Abbing of Zilver depicted 
these dimensions in the graphic “Brand and Customer Relationship 
Model.’’^ He also added marketing and product development into the mix 
to make the model more holistic. 

Roscam Abbing broke the model into four dimensions or quadrants 
with clear connections between each. 

1. The Organization (Purple): Your company 

2. The Consumer (Orange): Your user/customer 

3. Brand Reflection (Blue): Your internal discussion 

4. Brace Action (Green): Your brand as a driver for creativity and 
innovation 

Your brand’s maturity can change how someone relates to it. We 
compare it to the different approach you use for a new customer versus 
a customer you’ve had for years. Your brand experience is not one size 
fits all. 


Asserting Your Brand Through Value and Customers 

There are strategy gurus who suggest that business strategy comes first. 
However, we argue that if your strategy doesn’t focus on value and cus¬ 
tomers, you’re on shaky ground. To bring your brand to life, you must de¬ 
fine a few things to establish your brand experience. 

First, brands are built over time. As a startup you compete on brand. 
Once a relationship exists based on the exchange of value (e.g. products, 
services), your brand begins to accrue meaning either intentionally or 
unintentionally. 

Second, brands are a promise of what the customer values and what 
the business offers to the customer. Branding elevates ideas from be¬ 
ing visual identifiers that provide value to expectations about the value 
itself. 



BRAND AND EXPERIENCE CONNECTION . 


THE FLOW OF BRAND AND EXPERIENCE 

The figure below shows how brand and experience flows between the customer 
and your business. 


There are three primary building blocks of connecting brand and experience. 

1. Brand—who you are as a business and what you stand for. 

2. Product services—actual value customers are paying for in the first place 

3. Engagement experience—where when and how you interact with customers 

These building blocks help translate the brand into engaging value and 
reinforce brand meaning through the real experiences of real people. 


UPSTREAM FLOW 

The upstream flow from customers begins with the experienc¬ 
es they have around value with the products and services you 
offer, from initial awareness through to purchase and use. If 
there is real value, you can strengthen the perception of the 
value by paying attention to relationships and allowing 
customers to add their own meaning to the brand. 


DOWNSTREAM FLOW 

The downstream flow from the business begins with the 
definition of brand. When done correctly brand is a guide for 
the value propositions of the products and services offered by 
the business. If It all goes well customers perceive this value 
as the business intended. 


BUSINESS 



CUSTOMER 


*Data Source: Newbery, Patrick and Farnham, Kevin, Experience Design: A Framework for Integrating Brand, Experience and Value, 2013, p76 
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INTEGRATED BRAND EXPERIENCE FRAMEWORK «„i, 4 


HOW GREAT BRANDS AND GREAT EXPERIENCES CONNECT 

Great experiences are predicated on the idea that a brand is connected to 
value and is perceived by the customer to have real meaning and true benefit 
to the business. In this int^rated framework diagram we see four components: 

1. Brand concept and value pillars—^This is used to convert the basic essence 
of the brand from abstraction into actionable areas that inform what kind of 
value can be created for customers. 

2. Brand attributes—Your company's brand attributes transform the brand 
from a shallow static identity system that is largely used for consistent 
recognition Into the DNA that can be used to guide the development of 
artifacts, behaviors and qualities of the experience. 

3. Products and services—This covers how your company meets the needs of 
customers in ways that provide real value. 

4. Customer journey—As discussed in the previous chapter, this connects the 
stages of engagement and qualities of experience that customers have with 
your brand. 



’Data Source: Newbery, Patrick and Farnham. Kevin, Experience Design: A Framework for Integrating Brand, Experience and Value, 2013, pl68 
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BRAND AND CUSTOMER RELATIONSHIP MODEL > . 



*Data Source: Erik Roscam Abbing, 2009 
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Third, companies are no longer their own brand; customers own the 
brand. This is thanks to technology and the social web. Value is increas¬ 
ingly based on experience and how that matches up with the expectation 
set by the brand. 

The Importance of a Brand 

Why does your brand matter? Because all our brains work roughly the 
same way. Humans like to take data and try to decode a meaning behind 
the data. Through your brand, you can motivate behavior by supplying 
data that our brains will want to decode. You can then watch and figure 
out why people react the way they do. The really great brands figure this 
process out quickly and understand how to get in the minds of their cus¬ 
tomers. Figuring out your branding allows for people to connect with 
your company in a way that aligns with their values and needs. 

A brand represents your visible promise to the world about your 
company. It’s also how people will perceive your company. It’s critical to 
your business to make sure you have the right brand and elements. We 
won’t walk through a complete branding session, but we’ll highlight the 
elements that deserve priority. Generally, these branding elements fall 
into two element groups: Identity and Senses. 


CREATING A BRAND IDENTITY 

Brand identity speaks to the totality of the brand. At minimum, this in¬ 
cludes: 

1. Name (Nam): The right name can influence buyers and become a 
staple of your company’s entire image. 

2. Logo (Lgo): Once you have your name and tagline, it’s time to repre¬ 
sent your brand visually. A logo offers the most impactful way to vi¬ 
sualize a brand. The best logos offer a distinctive, but simple image 
of your brand. A great logo in one image conveys the meaning of the 
brand and the message that accompanies it. 

3. Tagline (Tag): A tagline usually comes from your positioning state¬ 
ment. Your positioning statement defines your unique selling 
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proposition. Your tagline is a quick and effective way to communi¬ 
cate your purpose. 

4. Font (Fnt): Font selection is a key component in successful com¬ 
munications. Your typography needs to work as part of the overall 
brand design. 

5. Positioning (Pos): Successful brands appear both relevant and im¬ 
portant to the consumer. They also prove memorable because they 
alone hold a unique position. 

6. Colors (Clr): Colors mean many things to different people. Your 
brand color palette will have a visceral and profound effect on every¬ 
one who sees it. 

On the next few pages you will complete the following exercises: 

1. Name Your Brand 

2. Craft the Essence of Your Logo 

3. Craft a Tagline for your Startup 

4. Draft Basic Brand Positioning 

Brand architecture refers to the relationship between brands the 
company owns and uses. The vertical axis of the matrix is a spectrum of a 
branded house versus a house of brands. 

The horizontal axis of this framework speaks a bit more to the qual¬ 
ities of the market that customers should perceive in the brand’s value. 
You could view this as a rollup of the brand attributes or criteria for de¬ 
veloping and prioritizing attributes. From pragmatic and tangible to ide¬ 
alistic and aspirational, you need to make sure your customers agree with 
the values you’ve identified for your brand and startup. 

If your startup desires to be a house of brands, then each member 
brand must have a clear and intended value perception. Whether the 
brands relate to one another depends on whether a given customer is 
likely to buy from more than one brand and how the value delivered relates 
to the other brands. 



Pulling in the Senses 

Sensory branding leverages all five senses to connect your customers 
and potential customers on a much deeper level. By taking a holistic ap¬ 
proach, you are helping your customer have a deeper emotional connec¬ 
tion to your brand. These elements add authenticity, distinctiveness, and 
compelling brand stories. 

To create a holistic brand strategy, you will want to: 

• Understand the core equity of your brand 

• Identify your brand’s true “sense” 

• Align this with customers’ desired emotions and feelings 

• Craft integrated messages you want to send 

• Decide the channels you plan to use and the senses you intend to tap 
into within each element of your brand 

BRINGING YOUR BRAND TO LIFE 

The brand you build can take on a life of its own and become a living en¬ 
tity separate from you and your team. Like people, brands have a person¬ 
ality, a soul, belief systems, aspirations, and ambitions. Brands also have 
the ability to inspire and change lives. This brand essence connects to 
the underlying idea that it’s important for the business to help the cus¬ 
tomer understand the value the business creates and how it relates to 
customer needs and perceptions. 

In addition to a brand’s essence, there are brand attributes. These 
qualities help characterize the brand as it’s expressed through touch- 
points between the business and customers. They should also be ap¬ 
plied to the quality of the interaction that anyone has with the brand. 
By defining your brand’s attributes, you’ll set a standard that supports 
long-lasting relationships between your brand and customers. As a re¬ 
sult, you establish an emotional connection between your company and 
real people, a connection that creates an experience. 

Then, through our limbic brain, we recall those experiences and the 
feelings associated with them. If you’ve done right by your brand, people 


will recall your great brand and connect it to great experiences. It’s a win 
for both you and your customers. 


EXERCISE: The Emotional Connection 

It's one thing to talk about It, but it is another to find that emotional 
connection with your customers. Here are a few questions to ask 
yourself and your team: 

1. What are we passionate about? 

2. What motivates us? 

3. What are we the most proud of? 

By answering these questions, you can begin to build out the 
emotional connection that Is meaningful and should be conveyed at 
all times. Someone who knows about bringing passion to a brand is Jeff 
Hayzlett. Jeff was the Chief Marketing Officer of Kodak before going 
out on his own. From building the Kodak brand to building his own 
brand, Jeff spoke to us about what the essence of brand is all about. 


SEQ: You joined Kodak in 2006 and you were pretty keen to help reinvent 
the brand. What were the first things that you did to get a handle on like 
understanding their brand identity? 

Hayzlett: One, the company itself had a great brand identity, it was just 
unfortunately the wrong one for where they were going. If you look at 
the company as it was back in 2006-2010, it’s a B2B company. That was 
their future as a business to business, but they were known as a con¬ 
sumer company. Most people would think of Kodak and still think it’s 
a consumer company, it’s a film company, it’s a camera company and 
they’re so far from that. They weren’t able to make the transition. 

SEQ: What do you think it means be a great brand? 

Hayzlett: I think most people get the word brand confused. It’s the iconic 
representation of ownership. Then we transferred that over to the brand 
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THE ART OF NAMING YOUR BRAND 


Choosing a name may not seem like the biggest challenge your company faces, but the right name can influence 
buyers and become a staple of your company’s entire image. The most notable brands of the world understand 
that a name should never be chosen on a whim—it must be carefully planned and selected with purpose. 


THE THREE APPROACHES 

There are three common approaches that companies use to name their businesses. 
Each style offers benefits and drawbacks depending on the goals of the company. 


« 





ABC+D=NAME 


The Blank Slate: 

Choosing a broad and abstract 
company name that doesn’t 
indicate what the business 
actually does. 



The Direct Approach; 

Choosing a name that describes 
exactly what the business does. 



Coining a Name; 

Making up a new word for the 
company name doesn't currently 
exist in language. 


Example: 


a«yp§j 


Skype 


COINING A HAME 

When a company decides to coin a new word for their name, they do so with intent. 
Most coined names were chosen because they say something about the company. 


Using Prefixes & Word Segments: 
Coined words can convey a 
message by using common 
prefixes or suffixes. 


© Example; 

uses "acu" to 
AojraA express precision. 


Combining Relevant Words: 
Combining two words that 
describe what your business 
does can produce an original 
name that explains what you do. 


Example: 

* travelocity 

combines the words ‘'travel" 
and “velocity'’ to explain that 
they can book travel quickly 


Painting an Image; 
Companies who thrive on how 
customers see their products 
often use words that trigger 
images and shape perception. 


Example: 

A LIEMW AREf 

creates a fu tnns ti.. 
ottieiwodly iiringp ol 
Its oiodud aolh its name. 


‘Data Sources: entrepreneur.com, members.boston.com nameiab.com, sba.gov, pnas.org 


156 


THE STARTUP EQUATION 
















COGNITIVE FLUENCY 

Regardless of the approach a 
business takes, science shows 
an easy name is usually the 
way to go. 

Cogntitive fluency is a study in 
psychology that measures how 
easy it is to think about 
something. 

Psychologists have found that 
shares in companies with easy- 
to-pronounce names significantly 
outperform those with hard-to- 
pronounce names. 


■ Pronouncable 

■ Unpronouncable 



Duration From Initial Offering 



Psychologists believe that 
the early brain likely 
evolved the preference for 
easy names and avoidance 
of unfamiliar ones as a 
survival mechanism. 

In other words, if it is 
familiar, it hasn’t eaten 
you yet. 

MAKE COGNITIVE FLUENCY 
WORK FOR YOU 

Since cognitive fluency 
can influence the way 
people behave with their 
wallets, professional 
business namers warn 
companies against 
choosing non-fluent 
names. There are always 
exceptions, but most 
recommend avoiding 
initials, words from a 
language foreign to the 
main target market, words 
that can be pronounced in 
several different ways, and 
words that are difficult to 
pronounce. 


DECIDING ON A WINNER 

Sometimes businesses come up with several possible 
names and gut instinct isn’t enough to choose the 
winner. How do they choose the best name? Testing: 



Focus Groups: 

Gather a group of volunteer consumers 
and ask them to record how they feel 
about the potential, what each 
name makes them think of, etc. 



Graphic Elements; 

Try combining different graphics, fonts, 
and logos with your names to see how 
the name appears when stylized for 
branding. 



Opinion Surveys: 

Distribute surveys about your product 
and the potential names that could be 
associated with it, and see which ones 
participants respond positively to. 



Market Testing: 

Run some ads using one name, and 
other ads using another. Let the 
customers pick the winner with their 
wallets. 
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IT’S NOT JUST A LOGO... , 


...BUT A BRAND PROCESS 

Thinking about designing a logo? Smashing 
Magazine put together a thorough process 
for undertaking this task. 



'Data Source: Smashing Magazine 
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Design Brief: Create a design brief before designing your 
logo. Be clear about the desired outcome so you have a 
specific benchmark to reach. 

Research: Interview partners or employees to gather 
their thoughts about the brand and what concepts 
the logo should convey. Also, conduct some industry 
research and see how others have done it. See what’s 
worked and what hasn’t. It is your job to be a problem 
solver first, then a designer later. 

Reference: Look at current styles that may relate to the 
design brief you put together. Don’t copy what others are 
doing, but recognize elements or trends that you like and 
your reasons for liking them. It will give you a helpful 
reference point. 

Sketching and Conceptualizing: Now, for the fun part. 
It’s time to get creative. Based on your brief and research, 
begin to sketch and conceptualize at least 25 different 
logos (yes, 25). This will allow you to truly explore 
without getting stuck on one idea or style. You may be 
surprised where your brainstorming takes you. 

Reflection: After spending so much time in the design 
process, let it go for a bit and reflect. Put your concepts 
away for a few days and return later with a fresh 
perspective. It will give you time to show your work to 
others and get their feedback on the initial concepts. 

Revisions and Positioning: Once you have had time to 
reflect and solicit feedback, go back and revise your 
concepts based on the suggestions you’ve received. 

Presentation: It is one thing to create a great logo, but 
it is another thing to present it in the right light. 
Remember that when you are presenting your brand 
(logo or not), it is about the feeling you are trying to 
invoke and the experience you are creating for someone. 
Presentation is key. 





CRAFTING A TAG LINE FI...1. S 


BRAND EXPERT PETER THOMSON PROVIDED SOME SAGE ADVICE ON CHOOSING A TAGLINE FOR A STARTUP: 

"The most important thing to ask is where your tagline will be used. Is it going on the back of your business cards? On the signage 
outside your office? If you are a startup with a quirky name then you will be using your tagline locked-up below your wordmark as part 
of your logo. Let’s be honest, you want a tagline hanging under your logo because your name doesn't have enough industry recognition 
(yet) for people to instantly know what it is that you actually do. In this case, the audience for your tagline is people who are already 
shopping for what you have, but don’t yet know whether or not you sell it." 


1. A tagline is not about you, it’s about the pain you solve 

Imagine that your customer’s pain makes them like a group of 
people walking around with a big padlock around their necks. 
They are looking for a key to unlock their particular padlock. A 
practical and pragmatic tagline might be boring but if it explains 
what you do clearly enough then it can help sell widgets. 

2. A tagline is not your brand essence 

BMW’s brand essence is Driving Excellence but they have never 
used it as a tagline. They have used all sort of variations ranging 
from "Driving’s Car" to “Driving Joy" through to the perrenial 
"Ultimate Driving Machine”. But none of these external taglines 
fully revealed their secret brand essence. The reason that great 
companies don’t wear their heart on their sleeve is that an 
internal brand essence is about what your vision is for the impact 
that you will have on the world. Don’t try and make your tagline 
convey the deepest secrets of your company or be a manifesto for 
changing the world. 

3. A tagline is not your features and benefits 

If you’re asking your tagline to close a sale for you then you are 
being premature. You don’t need to get your audience all the way 
to a purchase based only on the tagline. You only need your 
audience to be interested enough to want to find out more. The 
goal of a tagline is to stimulate interest. Stick to being specific 
about the industry you serve and the pain you solve. 

‘Data Source: Peter Thomson 


4. A tagline doesn’t need to cover everything you do 

Bad taglines are a shopping list of things that a company sells. 

Pick whichever service you are best at, gets the best margin, or 
that best defines your position in the market. A tagline should help 
you focus. 

5. A tagiine is not a vague promise about the outcomes you sell 

If your tagline has the words “solution" or “profit" in it then you have 
made a grave error in the psychology of how people buy products. If 
you try to sell only the outcome then your tagline will be too vague to 
be useful. The old advertising adage that you should “Sell the hole, 
not drill" only works if people know what “drills” are. If your startup 
is in a new category then people may not know that they want a 
“hole” yet. Your tagline just needs to convey what you do, not why. 

6. A tagline does not have to be unique 

Never kill a tagline because “it could just as easily apply to our 
competitors”. For startups, a tagline similar to your competitors’ 
probably means that your tagline is doing a good job of describing 
your industry. The uniqueness of your corporate personality will 
probably mean that the right tagline will still be different from your 
competitors’. However, your tagline is not there to differentiate you, 
that is the job of your brand name, key messages, and brand services. 
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STARTUP BRAND POSITIONING n s 


EVALUATING YOUR BRAND 

Jack Trout coined the term brand positioning in the early 80s. A brand's 
“position" is the place it occupies In the customer's mind. All brands have a 
position In the consumer's mind. The idea Is to have It be great and viewed 
positively. Successful brands appear both relevant and Important to the 
consumer. They also prove memorable because they alone hold a unique 
position. Use your brand positioning to convey the values and the essence of the 
brand, not just the core message. This approach will help you create a long-term 
strategy that you can tweak and pivot from as the brand organically grows. 


EXISTING PRODUCTS NEW PRODUCTS 


EXISTING 

MARKETS 


NEW 

MARKETS 


1 BRAND 
' RELEVANCE 

7 BRAND 
^ EXTENSION 

M BRAND 
EXPANSION 

9 BRAND 
^ DIVERSIFICATION 


BRANDED HOUSE 


PRAGMATIC 


IDEAUST/ 

ASPIRATIONAL 


HOUSE OF BRANDS 


FRAMEWORK #1 - ANSOFF GROWTH MATRIX (BRAND EDITION) 

The Ansoff Growth Matrix Is often used in corporate strategy. We 
have modified it for use with your brand strategy. You start in the 
upper left and move clockwise. It can help you understand 
whether your brand remains relevant and can be used in all the 
quadrants assuming that each quadrant represents a specific 
scenario of how your company and a customer group would 
interact. 


FRAMEWORK #2 - BRAND ARCHITECTURE MATRIX 

Brand architecture refers to the relationship between 
brands the company owns and uses. The vertical axis of 
the matrix is a spectrum of a “branded house" vs a “House 
of Brands”. The horizontal axis of this framework speaks a 
bit more to the pragmatic or aspiratlonal qualities of your 
brand that customers should perceive In the brand's value. 

You could view this as a rollup of the brand attributes or 
criteria for developing and prioritizing attributes. 


‘Data Source: Newbery, Patrick and Farnham, Kevin, Experience Design: A Framework for Integrating Brand, ExperierKe and Value, 2013, pl68 
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BRAND POSITIONING EXAMPLES 

The diagram to the right applies the Brand Architecture Matrix and 
explores paths companies who were once startups themselves have 
taken with their brand positioning. 


A parent company owns and 
is in charge of a series of 
brands that can act 
independently of one another. 


HOUSE OF BRANDS 

PsG 



These are brands that are 
additional products or 
services that build upon the 
parent brand and Its value. 



4 iPad 4 iPhone 
SUB-BRANDS 


'Data Source: Har^over Research and Brand Architecture 


ENDORSED BRANDS 


^rnott. 


A series of brands that are 
endorsed and promoted by a 
larger organization. 




A Branded House is a series 
of brands that are arranged 
and built around the parent 
company. 



money 




BRANDED HOUSE 
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BRAND COLORS AND THEIR MEANING .0 


Why do companies like Coca-Cola or Red Bull use red as their primary color in comparison to Starbucks or John Deere 
who use green? Colors mean many things to different people. It can even spur a variety of emotions depending on your 
gender. Also, cultures around the world can view colors very differently. Here are a few examples of what colors mean 
to different cultures: 




China 

European 

European 

The color of brides, 

Soothing, "something 

Happiness, hope, joy. 

good luck, celebration. 

blue" bridal tradition 

cowardice, hazards. 

summoning 

Cherokees 

weakness 

Cherokees 

Defeat, trouble 

Asia 

Triumph, success 

Iran 

Imperial, sacred 

India 

Mourning, color of 

China 

Purity 

heaven and spirituality 

Royalty, nourishing 

South Africa 

China 

Egypt 

Mourning color 

Immortality 

Mourning 

Western 

Hinduism 

Japan 

Excitement, love. 

The color of Krishna 

Courage 

passion, stop 

Judaism 

India 

Hebrew 

Holiness 

Merchants 

Sacrifice, sin 

Christian 

Buddhism 

Japan 

Christ’s color 

Wisdom 

Life 

Middle East 


Christian 

Protection 


Sacrifice, passion. 

Worldwide 


love 

“Safe" color 



China 

European 

European 

Health, prosperity, and 

Marriage, angels. 

Mourning, funerals. 

harmony 

doctors, hospitals. 

death, rebellion, cool. 

Japan 

peace 

restfulness 

Life 

Japan 

China 

Ireland 

Mourning, white 

Neutral color 

Symbol of the entire 

carnation symbolizes 

Thailand 

country. Catholics 

death 

Bad luck, evil. 

U.S.A. 

China 

unhappiness 

Money 

Mourning, death 

Judaism 

Western 

India 

Unhappiness, bad 

Spring, new birth, go. 

Unhappiness 

luck, evil 

Saint Patrick's Day, 

Eastern 

Australian Aboriginals 

Christmas (with red) 

Funerals 

Color of the people, 
ceremonial ochre 


6 COLOR TIPS FOR WEB DESIGN 





r 

TIP ONE 

Remember the 
importance of 
contrast 

k J 


r 

TIP TWO 

Don't get carried 
away with color 

L J 


r 

TIP THREE 

Use white 
space wisely 

L J 


r ^ 

TIP FOUR 

Be careful when 
using light texts on 
dark backgrounds 

k J 


r 

TIP FIVE 

Emphasise 
important items 
with bold colors 

L, J 


r 

TIP SIX 

Make sure your 
colors fit the mood 

k. 


'Data Sources: helpscout.net/blog/psychology-of-ct^or, colorcom.com/rese3rch/Wh/-color-matters, KISSmetrics 
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The hue and the intensity 
of the color can make a 
big difference, too, again, 
dependent on gender. 
But no matter the hue, 
both genders tend to 
pick blue as their 
favorite color. 



Your brand color palette will have a visceral and profound effect on everyone who sees it. Recent research conducted 
by the Seoul International Color Expo revealed that people make a subconscious judgment about a person, environ¬ 
ment or product within 90 seconds of initial viewing. Of those assessments,62-75% are based on color alone. It’s 
vital to pay attention to the colors that you use to represent your brand and how people connect with them. 

Not sure where to start when choosing your brand colors? Here are a few steps to get you started: 

Know Your Industry 

Certain colors work better with specific industries. For example, if you were to open an organic food store, you may 
want to have a hue of green in your brand. Green in western culture signifies organic, spring, birth, nature. Most 
organ-ic brands have elements of green within them. Do some research to see what’s working for your competitors. 

Know Your Customers 

Your brand colors are not about what you like, but what your customers will respond to. If you’re targeting women, 
then having strong, primary hues won’t fly for most of them. Create a few sample logos and use people you know that 
fit your target audience persona as a beta group. They will let you know what works for them. 

You again go into quite a bit of detail for this one. I’d suggest breaking out the choosing colors section separately... 
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PULLING IN THE SENSES . 1 


Completing the visual portion of your branding represents a big achievement. However, more than looks make up 
your brand. When crafting the brand experience, you’ll want to incorporate all the senses. Most successful brands 
deliver when it comes to feeling and emotion, including: 

TOUCH TASTE/SHELL VOICE SOUND/SIGHT 

We comprehend everything around us through our 
senses. They are directly linked to the limbic part 
of the brain that is responsible for our... 


By incorporating the other senses, you are reaching 
the limbic part of the brain that connects our feelings, 
memories, and emotions. 


FEELINGS MEMORIES EMOTIONS 

- PLEASURES - 


Testing the Senses 

The use of such a memorable key of branding should absolutely be used within your branding. But how does one 
come about identifying a scent for their brand? Here area few things to do: 

Consider Your Brand Personality 

First, go back to your brand personality and ask yourself if your brand had the personality of "sincerity,” what would fit? Maybe warm, 
oven-baked cookies? Real estate agents use them and their scent all the time during open houses to try and sell a home. What scents will 
fit your brand personality? 

Brainstorm 

Brainstorm: With your brand personality in mind, brainstorm all the various memories and emotions that you associate with that type 
of personality. Make a list. Bring in others to help. It's better to start with a long list of potential options, than only one or two that may 
not work. 

Test 

Use that test group of friends, family and customers that you have turned into evangelists to help you narrow down what might be the right 
fit. Have each of them record their recollections and see if you can narrow it down to one smell. 

* Data Source: sliiieshare.net/NonstopdesignZona/!sensory-brandlr>g-13012274, fastcompany.com/1555211/10-most-atklictive-sounds-workl, 
branclessence.com.tr/en/koku_bilimi.html, wpp.com/~/media/SharedWPP/Marketing%^lnsights/Reports%20and%20Studies/coley_futuresense.pdf 
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of a company and lot of people think it deals with your look and feel and 
those things, but it really deals with the promise delivered. 

What promise do you deliver to your customers? 1 don’t think most 
companies, especially younger companies or more immature companies, 
spend enough time on the essence of the brand. What is the promise 
you’re delivering and then how do you carry that forth in your design 
guidelines, your energy in the way you describe the company? 

HOW TO THINK ABOUT 
YOUR BRAND AFFINITY 

Think of a brand that you love and feel absolute loyalty to and ask your¬ 
self the following questions: 

1. Why is it your favorite? 

2. Why do they have your loyalty? 

3. As prices go up, how much would the price have to go up before you 
switched to another brand? 

4. What other causes would force you to change brands? 

Understanding why your loyalty to a brand will help you get into the 
mindset of your customers. This alignment will help you focus on pro¬ 
viding value in customer relationship. It will also help you focus on your 
brand’s current position and strategize how to get to where you want to 
go through valued-based engagement. 

Whatever side of the branding argument you fall on (e.g., to start 
early or wait), here are a few more things to think about. Write out your 
answers below: 

• Reaching your target audience: Who is your target audience? Does 
your brand identity relate to them? How? 

• Social media: Who in your startup is using social media? How do they 
use it? Does it align with your brand values? 

• If potential customers/users had to walk away and describe what you 
do (i.e. word-of-mouth) to someone else, what would they say about 
you? What would you want them to say? 


• If you were to be interviewed by publications and media outlets, how 
would you answer the interviewer’s questions? What’s your sound 
bite message to the public? 

• What does your website—often the first interaction point users will 
have with your brand—say about your business? 

This general sense of your branding mix will help you reach out and 
get the funding that you need for your startup, which we will chat about 
in the next chapter. 


GETTING READY . . . 


At this point in your startup journey, you probably have a good idea of 
what you want your business to be and how it might be different and 
valuable. Take a step back and run through the concepts in this chapter 
to see which elements help. 

If you want your business to succeed, then you, yes YOU, have to be¬ 
gin somewhere. Here are a few action items to get you going and build¬ 
ing your brand: 

• Name Your Brand 

• Craft the Essence of Your Logo 

• Craft a Tagline for your Startup 

• Draft Basic Brand Positioning 

• Tapping Into Your Emotional Connection 
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Since you have worked on building the foundation and crafting the expe¬ 
rience of your startup, the next and what many would consider the tough¬ 
est phase is growingyour dream beyond the initial startup phase. 

The Way This Part of the Equation Works 

We look to this section of the equation to find the answers that will help 
you grow and scale your startup to the heights of its success and main¬ 
tain that momentum. 

Funding (Fn) Elements 

Finding ways to finance that business and building a sustainable finan¬ 
cial model are essential to getting Funding (Fn). In Chapter 12 we ex¬ 
plore the Core and Model elements so you’ll get a better sense of available 
financing resources and potential models for your business. 

Marketing (Ma) Eiements 

With Marketing (Ma) you can emphasize the value of your company to 
both potential customers and existing ones. In Chapter 13 we explore 
the Program and Channel elements that will work on little to no budget, 
but can be sized up as more marketing dollars become available. 


Sales (Sa) Elements 

Running a successful business requires selling something to someone. 
Sales (Sa) is a fundamental piece of the complete equation. In Chapter 14 
we explore Channel and Campaign elements that are best for your startup. 

Scale (Sc) Elements 

Not every business grows to the same size. The ability to Scale (Sc) depends 
on leveraging the right things at the right time. In Chapter 15 we explore 
the Core and Measure subgroups to help you along the best path best. 

Innovation (in) Elements 

In order to stay competitive and ahead, you must embrace continuous in¬ 
novation. In Chapter 16 we explore the various Method and Engine ele¬ 
ments like design thinking and strategic foresight to push the envelope. 

X-Factor (Xf) Elements 

Other factors can play a role in your success, too. In Chapter 17 we ex¬ 
plore the Constant and Variable X-Factors (Xf) to help you along your en¬ 
trepreneurial journey. 


So let’s get started ... 



SECTION 
























CHAPTER 


Profit is good. 

— Dr. Karl Baehr 



No Money, No Excuses 


B uilding a startup will prove one of the hardest things you’ll do. It can 
feel like Sisyphus pushing the rock up the mountain. Just when you 
think you’re about to reach the top, you slide down to the bottom. 
From friends and family to angels and crowdfunding, there are a 
number of opportunities to fit every type of startup. The biggest factor 
is knowing when to raise money, how much to ask for, and which fund¬ 
ing types to pursue. You’ll discover the funding journey rarely follows a 
straight path, and you may find opportunities in unlikely places. We’ll 
discuss the wide range of funding elements within this chapter. 

PICKING A FUNDING STRATEGY 

Funding is an exercise in showmanship to convince people to part with 
their money so you can build something they hope will return their 


investment many times over. For most businesses, funding will need to 
be addressed at some point. Whatever tool you pull from the financial 
toolbox (e.g., friends and family, crowdfunding, venture capital, small 
business loan), make the most of it to help your company grow to the 
next level. 

Picking a funding strategy depends on many factors. What type of 
business are you? How much do you need? Will you scale? How will you 
use the funds? And most importantly, what will you do with it? For many 
years funding was a familiar set of names—“friends and family,” “angels,” 
“the bank,” and “VCs.” In today’s startup world, those opportunities still 
exist. Plus, there are new opportunities like crowdfunding and acceler¬ 
ator/incubator programs, and it costs less to start many types of busi¬ 
nesses, something we’ll cover in the next section. 
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Foundation Experience Growth 


To help your company scale for growth, you might need to raise money. For many startups the term “Funding" is a daunting prospect with 
many questions—when to start, starting too early, how much funding do we need, how much equity to we give up, etc. To navigate the 
funding landscape we separate the funding elements into two group: Clusters and Programs. 




1^1 



ELfMENT GROUP 
ELEMENT SUB-GROUP 
ELEMENT NAME 
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FUNDING (FN) CLUSTER ELEMENTS 


The funding clusters are groups of individuals that help fund a business at various 
stages of its lifecycle. Some are more open and Informal while others are formal 
and institutional. Not every startup would leverage all of these cluster types and 
some might not ever use any of them. 

Friends/Fwmily (FfF) 

Friends and family can provide the seed capital to get you going until you can 
search out further funding. 

Crx>u;e(funding (Curd) 

Crowdfunding is the collect'on of finance to sustain an initiative from a large pool of 
backers—the “crowd”—usually made online by means of a web platform. 

Angels (Ang) 

Angels are high net worth individuals who invest their own money at early stages of 
a startup's life. They usually come in when higher amounts are needed to bring a 
company to the next stage when Institutional funding is appropriate. 

Venture CApituI (Vcs) 

Venture capital is fr^ an institutional fund with limited partners who invest in start¬ 
ups with limited operating history, which cannot raise funds by Issuing debt 


FUNDING (FN) PROGRAM ELEMENTS 


This type of funding comes from the programs offered by organizations or your own 
internal operations. It can include government programs, banks or startup launch 
programs. 

Grcunts (Gra) 

Grants are non-repayable funds disbursed by one party (grant makers), often a 
government department, corporation, foundation or trust, to a recipient, often (but 
not always) a nonprofit entity, educational institution, business or an individual. 

LoAns/MicroloAns (Lns) 

Loans are funding that is repayable in installments to the institution that provided 
the funds. Repayment is usually with an amount of Interest to provide the lender 
with a return on their investment. 

CAS)^ Flow (Cfl) 

Cash is king. This is the operating capital that comes from the cash generated from 
the business, it can be used as collateral to expand through loans and other debt 
instruments. 


Accelerators (Acc) 

An accelerator Is a facility or a mentorship program for early stage startups. 
Accelerators have a competitive application process, and a company is accepted 
Into the program based on its ideas and the team’s potential. 

Incubators (Inc) 

An Incubator picks up where accelerators leave off. If an accelerator is similar to an 
undergraduate education, an incubator is like graduate school. Incubators focus 
on seed-funded startups on the cusp of rapid growth. 


NO MONEY, NO EXCUSES 
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BOOTSTRAPPED 

TRUE ANGEL 

SUPER ANGEL 

VENTURE CAPITAL 

Average Initial 
Investment Size 

Whatever they can scrounge, 
re-invest profits as you go. 

$10,000-$50.000 

$50,000-$ 100,000 
(individual super angels) 
$500,000-$l,000,000 
collectively in an early 
round 

$1,000,000+ 

Relationship With 
Entrepreneur 

Self. 

Family, Friend, Colleague. 

Colleague, Knows Industry 
Expert, Credible Name. 

strictly business 

Additional Value 
Beyond Money 

Blood, sweat, and tears 

Little to no involvement 
beyond cash investment 

Involvement can be minimal 
to extensive. They provide 
industry-specific expertise 
and a broad network of 
connections. 

Heavy involvement, 
extensive business coaching, 
potential future takeover of 
company. 

Typical Reason for 
Investment 

Desire for control, full equity, 
believe they can accomplish 
their goals on their own, and 
of course to re-invest 
business profits for 
continued growth. 

They are friends with the 
entrepreneur and they have 
knowledge of the same 
industry. 

They typically have multiple 
investments and are hoping 
that one of them goes huge. 

They believe in the 
company’s business plan and 
want to own a large piece of 
the company if it goes big. 

Reasons 

Entrepreneurs Go 
to Them for Money 

Because it is quick and easy 
to transfer money from you 
personal checking to 
business checking. 

They have little involvement 
in the company, leaving the 
founder in control. 

Generally okay with early 
exits, move lightning fast 
to fund, usually offer 
entrepreneur-friendly terms 
and don’t demand control 
of the company. They offer 
social clout and often 
provide a vast network of 
industry "all-stars." 

They offer large amounts of 
money, they will hold the 
entrepreneur’s hand from 
beginning to end. 

Reasons 
Entrepreneurs 
Dislike Their 

Type of Funding 

It can limit the pace of 
growth and ability to 
scale up. 

Money more investors need 
to be involved to get to 
$500k $1 million in 
funding. 

They may demand a large 
piece of the pie for what is a 
seemingly small cash 
investment. Some (but not 
all) may not get a lot of 
attention/input from super 
angels who are invested in 
hundreds of companies. 

Often have to give up control 
of their own company, more 
pressure from investors to 
perform as they are sitting 
on your board. 


'Data Sources: David Hauser, Co-Founder of Grasshopper Group 


172 


THE STARTUP EQUATION 


















BOOTSTRAPPED TRUE ANGEL SUPER ANGEL VENTURE CAPITAL 


RfiSSOnS for Believe In themselves and 

I .. the idea, willing to risk 

inVCStiny personal savings and funds. 

$10.000-$50,000 

$50,000-$100.000 
(individual super angels) 
$500,000-$ 1,000,000 
collectively in an early 
round 

$1,000,000+ 

Tvoe of Comoanies ^Old ideas hatched in the 

, garage with the potential to 

They Invost in change the world, or at least 

make a solid living. 

Passion projects of friends, 
causes, or innovations they 
believe in. 

Big baskets of early stage 
startups, often social 
applications or other 
consumer-oriented, web- 
based innovation. 

Companies that have higher 
upfront R&D cost 
requirements such as 
biotech. 

Portfolio/ ®'^y 

... of other companies going at 

InVOStmOnt the same time depending on 

Ctratofiv experience, i.e. first 

JUalcyy startup vs. someone who has 

sold three companies. 

They have little to no overall 
portfolio strategy. They 
invest in what they know 
and love. 

They spread their risk around 
by Investing in a large 
amount of startups, hoping 
that one or two will make it 
big. 

They have a very focused 
portfolio strategy with a 
fixed timeline depending on 
the type of funding. 

How TIIGY Make company 

,, profitable! 

Money 

More likely to have their 
portfolio return a loss 
without a coherent strategy, 
but of course some have the 
potential to invest in the 
right lottery ticket. 

May pick up some cash on 
the convertible note carry, 
otherwise via a coherent 
portfolio strategy that allows 
for profitability based on a 
targeted number of 
acquisitions (big or small) 
i.e. 500 startups approach. 

Interest carry, management 
fees along the way. big 
returns when a portfolio 
company goes public or is 
acquired. 


A Benjamin and A Dream: 

Bootstrapping with $100 

When many entrepreneurs start their businesses and they don’t know 
where to begin, they do what Ja-Nae did with Wild Women Entrepre¬ 
neurs: Bootstrap the business. Ten years ago, most entrepreneurs didn’t 
have the option to Bootstrap (Bts) their startup. Today, the cost of 
building a company is a thousand times cheaper. With $100 and a dream, 
it’s possible to start a company. 


EXERCISE: Explore Bootstrapping 

It's a great idea to assess what you need to start your business. Work 
through these steps to decide what you really need financially to start 
your business: 

1. Product: Examine the main product/service your business will provide, 
a. Can I can create or build it myself? If not, can I bring on a 

co-founder with that skill set? (continues) 
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b. What materials will I need to build out this product/service? 
You'll need this information to research the cost of those 
materials. 

2. Team: How many people do I need to begin selling? Can I do it by 
myself? If not, who can I find to cofound this company with me or 
partner with me? 

3. Platform: What is the minimum starting point for selling my 
product/service? 

a. Do I need a website or can I sell through social media? 

b. What third-party sites and applications can I use to get started? 
Paypal? Square? Mailchimp? 


Asking these questions helps you think lean and learn what it really 
takes to get started. Remember: You don’t need perfection to launch. You 
do need the ability to run on a skeleton crew that you can manage and 
maintain as you grow. 


Up Close & Personal: Friends & Family 

When it comes to starting your business, Friends and Family (Fff) may 
be the first place you check for startup funds. In many startup situations, 
Friends and Family can provide the seed capital to get you going until you 
can find angel investors or venture capitalists. However, the shortest 
route to funding may not be the best route. 

While the people closest to you may want to invest in you, they’re 
also unlikely to have enough investing experience to understand the risk. 
There’s also the issue that this type of funding can lead to a sense of enti¬ 
tlement that investors should have a say-so in your company’s direction. 
Carefully assess your options, and select Friends and Family who aren’t 
interested in involving themselves in day-to-day operations. 
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Everybody into the Pool: The Power of Crowdfunding 


Even with Friends and Family, you may still have a funding gap, but 
there’s another option: Crowdfunding (Cwd). Crowdfunding relies on fi¬ 
nancing from a large pool of backers usually made online through a web 
platform. 

Of course, you might have access to other funding, like loans, angel 
investors, and venture capital, but if not, crowdfunding may prove a vi¬ 
able way to fill the gap while testing your initial concept/minimum de¬ 
lightful product and building an army of evangelists. 

To get started with Crowdfunding, you’ll need to put out a call for fi¬ 
nancial support, typically through services like Kickstarter, RocketHub, 
or IndieGoGo. Crowdfunding comes with a few risks. Some sites (Kick- 
starter) won’t pass on the funds if your fundraising goal isn’t met. Sites 
that don’t require you to meet your goal (IndieGoGo) will charge a higher 
transaction fee. Other sites offer hybrid models (RocketHub), but you’ll 
need to weigh the options and pick the best fit. 

Keep in mind that crowdfunded financing isn’t considered a loan in 
the traditional sense. In most crowdfunding campaigns, you need to pre¬ 
pare product offerings, discounts, or other incentives for contributors. 

We had a chance to chat with CTO and co-founder of RocketHub, 
Vlad Vukicevic about crowdfunding. 

SEQ: What's your philosophy on crowdfunding and entrepreneurship? 

Vukicevic: One of our biggest underlying beliefs is that we shouldn’t be 
the arbiter of what’s right or what’s wrong, in terms of crowdfunding 
ideas. We said that as long as it’s legal, in good taste, you can launch on 
RocketHub. That open philosophy really built the foundation for that 
pivot or that extension. If we were closed off, we would’ve never seen this 
grand, much bigger opportunity within entrepreneurship, science, even 
components of philanthropy, in addition to the art world. 

In terms of overall crowdfunding philosophy, we feel that in five 
years or so, crowdfunding will be a mainstream concept. It’ll be another 
option, in terms of fundraising, particularly for the seed level. Anywhere 
from a few thousand up to $100,000. 




LEVELING UP WITH ANGELS AND VCS 


At this point, you might be past the idea stage and you’ve bootstrapped 
things for a while, but you need to hire people and move to production. 
At this point, you need more capital than you have on hand, and banks 
consider you too great a risk. You’re left with two options: Angel Inves¬ 
tors (Ang) and Venture Capitalists (Vcs). 


The Angels and the Demons 

Today, angels can commonly be found at accelerator programs and demo 
days. But who really is an angel? Angels (Ang) are high-net worth in¬ 
dividuals who invest their own money at early stages of a startup’s life. 
They usually come in when higher amounts are needed to bring a com¬ 
pany to the next stage when institutional funding is appropriate. 

Traditionally, an angel investor comes to the table with at least 
$1 million in net worth. In exchange for capital, you provide convert¬ 
ible debt or equity in your company. Most angels invest anywhere from 
$25,000 to $500,000 USD. Higher numbers tend to involve multiple an¬ 
gels to spread around the risk. Angels usually close the gap between the 
friends and family round of funding we mentioned earlier. 

The Lure and Myths of Venture Capital 

Venture Capital (Vcs) funding involves institutional investments by 
limited partners (usually wealthy individuals and pension funds) who 
place their money in a fund to create a larger pool. That larger pool 
then invests in certain types of companies at specific stages of growth. 
The primary difference between angels and VCs involves the source of 
the funds. 

Angels invest their own money, and venture capitalists manage 
money pooled from many people. Venture capital investments often 
require a ten-year horizon, on average, before investors see a return. 
Unfortunately, not all companies that receive VC funding achieve 


success. 


Only 10-20% of VCs do well on their exit (e.g., IPO, acquisition). 
VCs and entrepreneurs need to carefully select startups and weigh the 
timing of their investments. 

While you may have a great idea, if you’re ahead of the curve or 
you’re pitching a derivative (e.g., we are the AirBnb of...), then you may 
not get funding. We won’t discuss the mechanics of how VC funds work, 
but failing to get funding isn’t personal. 

If you’ve ever tried to raise money, you may have noticed that there’s 
a “no-fly zone” between what angels and VCs provide. Angel rounds are 
usually around $100,000 to $750,000. Venture capital investments start 
around $2.5 million USD and can go up to over $100 million USD. A few 
investors, like “super angels” or syndicates, will invest in that range, but 
realistically, for all the time and effort you put into the fundraising pro¬ 
cess, you really want to raise enough so you don’t need to go back for 
more later. It could put your milestones at risk. 


Due Diligence is for Quant Jocks 

VCs need numbers before they’ll commit. It involves running various 
scenario models on your company (e.g. discounted cash flow) to come 
up with a few different projections to help set the long-term valuation 
of your business and whether it’s a good investment match for the fund. 

THE ART OF THE PITCH 

At the heart of attracting a strategic investment in your company sits 
the great pitch. A clear, concise pitch that articulates the problem you’re 
solving also needs to highlight the upside of the investment. This gives 
you focus and clarity of message for whatever audience you are talking to 
about your company. We know from experience: It’s damn hard. 

Ultimately, it comes down to getting the point across fast enough 
to keep the person engaged so they stayed interested and motivated to 
take action. As an exercise, we recommend following Guy Kawasaki’s 10- 
20-30 Rule of PowerPoint. “[A] PowerPoint presentation should have ten 
slides, last no more than twenty minutes, and contain no font smaller 
than thirty points.”^ 
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CROWDFUNDING IN BRIEF 


Figure 12.6 


Crowdfunding is a term used to describe individuals coming together to support—and directly fund—projects by other individuals and 
organizations. For small businesses and startups, crowdfunding can be an engine for job creation and development. 

THE EVOLUTION OF CROWDFUNDING 

The concept of crowdfunding isn’t entirely new. It's come about thanks to a progression of other funding ideologies. 






lift 



Microfinance 


Microlending 


Peer-to-Peer Lending 


Crowdfunding 


THE NUTS AND BOLTS 

Prospective and established small business owners can use crowdfunding platforms to jump-start their next project. 




Donations, Philanthropy, and Sponsorship 

THE PROS AND CONS 


1 ! at form also serves as a marketing tool. 
cS Provides a forum for feedback on the project 
Relatively inexpensive way to raise funds. 


Lending 

DOES IT WORK? 



o 


Investment 


Popular site Kickstarter has put up some pretty impressive figures since 
its launch two years ago, but not all projects are successful. 

At a Glance, As of April 2011 

$53 Million $40 Million 20,371 


PLEDGED 


COLLECTED 


n 

Often limited on amount of funding you can raise. 

SUCCESS RATES 


CONS 

Exposes project to the public, risking copycats. 

43% 

52% 

90% 

J 

Funds may be subject to securities regulation. 

of all projects 
are succesful. 

of projects with 
one pledge succeed. 

of projects that reach 1/3 
of needed funding succeed 


PROJECTS 


21% 

of projects don’t 
receive any pledges. 


"Data Sources: crowdsourcing.org, startsomegood.com, Kickstarter, Mashabte, Businessinsider, LexisNexis 
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SNAPSHOT OF VARIOUS PLATFORMS 

More crowdfunding sites are introduced every year. We take a closer look at a few of the popular options out there. 

Causes/ 

IflfbctllrtAr DaySKIa DA/lrAlUiik 

TYPE OF ORGANIZATION wcKsianer 


U.S. 501(c)3s Only 


For-Profit Enterprises Only 


Allows Unincorporated Groups 


Allows Both For- and Non Profits 


TYPEOFPROJEa 

Creative Projects Only 


IndieGoGo 


Pozible 


RocketHub 


Razoo/ 

Crowdrise 


StartSonieGood 



Social-Change Projects Only 







TYPE OF FUNDING 

Future Revenue Sharing 


AII-or-Nothing Model 


Keep-What-You-Raise Funding Model 



Blended Tipping-Point Funding Model 








OTHER 

Campaigns 


Venture Profiles 
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HOWCROWDFUNDINGWORKSn..,.. 


STtPl 


STEP 2: WHICH CATEGORY? 


An artist brings an idea/project to the Kickstarter ^/jhe project must fit into at least 1 of 15 categories: Art, Comedy, Comics, Dance, 
team, and if approved, can set up a project / Design, Fashion, Food, Film & Video. Games, Journalism, Music, Photography, 

/ Technology, Theater, or Writing & Publishing. 


AumrwnH kkksmrtbi 

ANIDU lUM 

STEP 3: RAISE MONEY FOR YOUR PROJEa . STEP 4: SH REWARDS 

The project owner must set a goal amount and deadline for reaching /The project owner sets rewards for various pledge 
the goal, and if they receive enough pledges to meet the goal, then / levels; this encourages the community to sponsor 
they keep the money, but if they don’t meet the goal, they don’t get / various amounts based on the reward they want, 
any money, and pledgers are not charged. This is called “all or / 
nothing” funding or a “threshold pledge system.” / 


.- STEP 6: ENTER THE COMMUNITY 

/The project enters the |||||U 
/ Kickstarter community. inTInr 



STEP 5: SHOWCASE YOUR PROJEa 

The project owner creates a video to 
showcase their project and prove that 
they are who they say they are. 








STEP 7: UPDATE YOUR INVESTORS . 

Throughout the project, the project owner 
must include updates to keep their investors 
posted on how things are going. 



• STEP 8: RECEIVE THE FUNDS 

If the project owners meet or exceed their goal, 
they receive all of the funds minus 5% which goes 
to Kickstarter and 3-5% which goes to Amazon IF 
they are using Amazon payments to receive money. 


• Data Sources: crowdsourcing.org, startsomegood.com, Kickstarter, Mashable, Businessinsider, LexisNexis, en.wikiped'ia.org/wiki/Crowd_fundmg, en.wikipedia.org/wiki/ 
Ktkstarter, googie.com/ anning/site_profile?hhenttsileDetails?identifier=kickstarter.com&ip=true 
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MAXNIZE YOUR CROWDFUNDING CAMPAIGN 




Choose the Right 
Site for You 

Sc" I tr- 


m 


Set a Realistic 
Target and Time Limit 

i- it fni too ii- ! 

i' ' ’ Is ''(11' iT '"'^i i 

V “ projs'f .MaiKK- 

k .f -urcef- 


i 


Offer Rewards 

S fiiav tJe 'TTnr^ 

t-' t'aCk «? VOii 
. *^*-*» (d ^rikili iruHfiiiyp 


Create a 
Campaign Video 

A pe's'jii.!: ! pav 
<iM Kraiec!s W'f^! 
vhIsOS otitper!' ’ll) 
tnosfe vk ti ioot sv 


Connect with 
Friends 

and Family First 

Bpt I Ai-i'l :■? ’Irf-) 


_trr!-(.oTS your 
•ipa "p social 


Post Regular 
Campaign Updates 

Keep suppi-iftei- 
engaged and maintain 
nt jinentuni 


EXERCISE: Outline Your Pitch 

• Build a ten-slide pitch deck foliowing this format: 

• Define the problem: Hit them with the challenge out of the gate. 

• Solve the problem: How does your product/service solve the 
problem. 

• Pick the business model: How will you make money and scale? 

• Define the competition: How big is the market, who else is do¬ 
ing it, and how will you do it better? 

• Name the team:These are the members of your"A-Team." 

• Outline the financials: When will you be profitable? How will 
you spend the investment you're requesting? 

• Explain the milestones: What will the funding help you do?This 
is also a place to describe successes to build momentum and dis¬ 
cuss prior examples of exits for companies like yours. 

• Issue the call to action: Quickly summarize the one-minute 
pitch and tell them what they can do to invest and get in on the 
opportunity NOW. 

• Keep it to 20 minutes and use 30-point font. A presentation is a vi¬ 
sual aid, not a crutch. We suggest adding images to reinforce your 
pitch. 

• Find some time to practice your pitch with people you trust that 
give constructive feedback. Pick advisors or even friends who 
have experience with pitches. 


BEYOND INVESTORS: 

LOANS, GRANTS AND CASH FLOW 

Cash Flow (Cfl) is king. It’s the operating capital that can be used as col¬ 
lateral to expand through loans and other debt instruments. Venture 
capital and angel investors might work for certain businesses, but they 
only cover a small part of the lending marketplace. In traditional small 

(continued on page 189) 
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RISE OF THE ANGEL INVESTOR 


WHO ARE ANGELS? 


WHAT ARE ANGELS? 


WHERE TO FIND THEM 


Retired industry 
executives 



People well versed 
In a specific Industry 


Individuals with the 
financial means to help 
new entrepreneurs 



Angel investors contribute about 

90% of seed capital 


to aspiring businesses. 


Provide the financial 
capital for business 
start-ups 


Act as mentors 
throughout the 
process 


$.$$ 

In 2011, angel 
investors gave a total of 

$22.5 billion 

to more than 66,000 
entrepreneurial ventures. 


Q 

Word of mouth 

Q 

Trade groups 

Q 

Online investor 
networks 


HOW TO WOO THEN: 



Nail the pitch 



Speak clearly 


strong eye contact 



Dress well 


“My goal is to get 

100 introductions 

to get 

10 meetings 

to get 

3 presentations 

to close 

1 deal." 

o 


Funding Criteria Angels 



STAGE OF INVESTNENT 


Average Stage of Company 
Receiving Investment 

(39.2%) 

f 40% 1 

Seed/Startup 

Early Stage 



Expansion 

Later Stage 


60,000 Companies Per Year 

They Invest in Approximately 
60,000 Companies Per Year 


60,000 _ 

Companies 

cs 


80 % 


of angel investments are seed 
or early stage investments 


‘Data Sources; Carolyn M. Brown, Karen Axelton, Brent Bowers, Guy Kawasaki, SmallBusinessNotes.com, AngelreSources.org, WSBE.unh.edu/ 
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$90,000 


Average Angel Investor Annual Income 


$750,000 


Average Angel Investor Net Worth 


$37,000 


Average Individual Investment Per Venture 



Angels Invest in 1 out of 10 Business Deals 



Average Age of 
an Angel Investor 


Angel Investments Created 



New Jobs In 2012 


• • 

• • 

That’s 4 Jobs Per 
Angel Investment 


A 1 59.2% 

V V I Increase 

Active angel investors increased by 59.2% from 
2002 to 2011 (from 200,000 to 318,480) 


143.3% 

I Increase 

Dollars invested increased by 43.3% from 2002 
to 2011 (from $15.7 billion to $22.5 billion) 



Consumer Products 
and Services 


Electronics 


Internet 


Other 


Healthcare 


Mobile and Telecom 



Electronics 


Consumer Products 
and Services 


Internet 


Other 


Healthcare 


Mobile and Telecom 



ANGEL INVESTMENTS IN: 

2010- $20.1 billion 

2011- $22.5 billion 

Q1 and Q2 of 2012 $9.2 billion 


All Angels Want; A Stake in a Successful Company 
...usually a five to 25 percent stake in the business and perhaps an 
annual return of at least 15 to 20 percent over five years as well, 
depending on the scale of risk. 
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VENTURE CAPITALIST VALUATION PROCESS 


INSIDE THE INVESTOR’S MIND 

Jeff Clavier Walks Through Early Investment Analysis 


How do I feel about working 
with this team 5-7 years? 


Within 3 Years 


/ \team 


t \ PRODUn 


f \ TRACTION 


% 


MARKET 

OPPORTUNITY 


I like everything so far, 
but what will it take to 
raise Series A 18 months 
from now? 


I \ VALUATION 


The Ideal Combo 


tf! 

Too Many People 

fttf! 


1 Developer 
1 Designer 
1 Business Expert 


Alpha Product Release Revenue Opportunities Enterprise (SaaS) 
Is there organic retention? Feedback from Early Users 


What’s the user 
acquisition model? 


5 Founders 


Lonely Journey, 
But You Can Do It 


f 


Solo Founder 
(ex. tninte.com) 


Retention is Key 

Unit Economics 
Comparables 
LTV 
RVP 
rDAU 

Rough Acquisition Costs 
SEM 

Facebook 

PPI 



Consumer Product 


Seen It Work 


H 

Who Will Build? 

tftf 


Married 

(ex. Eventbrite) 


All Business Experts 


Is it expensive to build 
(ex. e-commerce 
marketplace)? 

Are VCs interested in 
this type of product? 




Traditional VC Expectation: 

'I will lose 30% of my investments" 


SoftTechVC’s Result: 
Lost about 20% 



'Data Sources: Anrta Vital, softtechvc.com, fundersanelfounders.com 
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Who's Joining Us? 



f\ FOUNDER 
f 1 DILUTION 



Last as Long as You Can 
(Family and Friends) 
Bootstrap 
a-$100K 


Lasts 12-18 Months 
Seed 




Lasts 2 Years 

Series A 


Incubators 

5%-10% 


Seed Round 

Option Pool 
10 %- 20 % 
Round 
20%-25% 


0 

T 


Series A 

20%-25% 


5-15 in Cap Table 
1-3 uVCs 
1 Traditional VC 
(If you must) 
Helpful Angels 
(with expertise, 
time, Rolodex, 
syndication) 


Series B 
$8M-$15M 


140 COMPANIES FUNDED 

85 Still Going on 

25 Dead 

30 Got Acquired 
ex. Mint.com (xl7 return) 

J 


“I can sum it all up 
for you in my 
‘3-Asses Rule”' 


Jeff Clavier 

Managing Partner, SoftTechVC 


DOES IT WORK? 




SMART 

TEAM 

KICK 

PRODUa 

BIG 

MARKET 


Always Use Lawyers 


if 

f\ FUNDS 
f % CONTACTED 


f 

f\ COST OF 
f 1 FUNDING 


Don't Talk to Competitors 

Pre-Marketing 
5 Funds 

While Fundraising 
10 out life of 
20-25 funds 


WHAT NEVER 
WORKS 




Incorporation and 
Convertible Note 

$5,000 

Equity Round 

$20,000 

$30,000 

Other Rounds 

$30,000 

$50,000 


ISIT /I 
WORKING? # I 


No Crisp Vision 
of Product 

No Vision How 
to Acquire Users 

Founder Says “In 
5 years Google will 
buy us" 


Will the Company 
Raise Series A? 
Yes 
Great! 

No 

Let’s find a 
soft landing: 
Acquisition 
Aquihire 
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UNDERSTANDING STARTUP VALUATION 


At the early stages valuation does not show the true value of the company. 
It shows how much of the company investor gets for his investment. 



HOW TO CALCULATE VALUATION 
V > r 

Find How Many Times 

Similar Their Valuation Is 

Companies Bigger than Revenue? 


VALUATION DEPENDS 
ON HOW MUCH MONEY 
YOU NEED 

You need enough money 
to run 3 experiments and 
have at least 6 months of 
runaway. Investors want 
to see growth within 
18 months. 


$2.6M 



$400K 

I 

$640K $300K $100K $20K 


VALUATION DEPENDS ON WHO YOU TAKE MONEY FROM 

Micro-VC Super Angel Angel Incubator 
20% 16% 9% 5% 


INVESTORS FIND SIMILAR COMPANIES 

and figure out their valuation-to-revenue 
ratio—the “multiple.” Then they multiply 
your company's revenue by that multiple. 



Similar Companies 
Revenue: Valuation 


Your Company 
Your Revenue: x 


$8M 



Option Pool 
can substantially 
decrease valuation 


$2.9M 


Enterprise Value 
Earnings or Users 


Multiple 


Calculate 
the Multiple 


Ox? 


Multiply Your Revenue 
By the Multiple 


tun 


lake Revenues 
this Month, Year, 
and Next Year 


Calculate Best Case. 
Worst Case, and 
Base Case 


Triangulate 
the 3 Cases 




Project When 
the Startup 
Will Exit 


Discouni Earnings by 
the Time Value of Money 


*03(3 Sources: Determining Valuation Multiples, AVC.com; the NASDAQ and NYSE listing requirements, ListingCenter.NASDAQomx.com; Halo Report, AngetResourcetnstituteorg/hato-report; Anna Vita! 
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4 


HOW IS THE COMPANY DOING? 


Acqui-Hire 

The team is going strong, but 
the product is not taking off. 

• 

l||l =$1,000,000 

Team 

Member 


I 



$11M Profit $100M Revenue 

Any Valuation $500M Valuation 




4 


Acquisition 

The product has traction, but the 
company does not generate 
enough revenue to qualify 
for an IPO. 


HOW TO VALUE? 


Comparables? 



Compare to Similar Companies 


Discounted Cash Flow 



Money in the Future 
is Worth Less 


Replacement Cost 



Rebuilding from Scratch 
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THE INVESTOR DUE DILIGENCE PROCESS .3 


FIRST MEETING 

When I'm meeting a startup for the first time, 
my goal is to understand as much about the 
business and team as I can. 


FOUNOERS/TEAM 


Hiw do Ihe lounders know each oHwt’ 

How do they interaci with each other? 

Are they passionate? How qualified are they’ 
Wliat would it be like to work with them' 




BUSINESS 


In some form, l walk through the Business 
Model Generation Ttainework value proposition 
key activities, key partners, mainr assets, 
channels ol distribution, customer segments, 
cost structure and revenue streams Is ttie 
problem worlti solving and if the startup 
succeeds, how valuable swtuid it be’ 


GO TO MARKET 


Can Ihe company articulate then value proposition 
simply’ Can Ihe team explain how they wiH go 
to market’ Do they nave a good understanding oi 
the competition’ 




THE ANGLE 


What secret, what insight has the founding 
team made that the rest ot llie market hasn't 
yet realised’ Wliat discontinuity in me rrviiKel 
can they leverage to win large shares’ 


'Data Sources: tomtunguzcom/bfeaking-down-a-typkal-vcstartup-dil^ience-process/ 
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AFTER THE FIRST MEETING 

After a startup has left and I'm “doing diligence," 
I want to test some of the assertions made 
by the company. 


MARKET SIZE 
VALIOATION 


The first thing is to verify market size and 
whether it foots with the data the company 
presented. Then. I try to dig deeper into the 
nuances of the market. How concentrated 
is the market? What kinds of moves are Ihe 
incumbents making and how do they 
change the market? How might a startup 
disrupt Ihe market? 


I stop a few partners in the office and give 
them the pitch to test their reactions. I do 

# the same with my wife. In a sense, I'm 
getting their cursory opinions and some 
skewed market feedback, but I'm also 
testing the pitch, the go-to-markel, and the 
PITCH-IT-MYSELF (op level attractiveness ot the company It 
TEST helps me think througti a lot of the business 
and test my assumptions. 


SIX DEGREES 
OF SEPARATION 


I look up Ihe founders on Linkedin, send a 
few emails for references, and then wait to 
hear back on some initial reference calls. 






t> 


PIPELINE 


<§i 


SECOND AND THIRD MCEIINGS 

Follow up meetings are dedicated 
to metrics and the future. 
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At this point, I'm really Interested and I'm trying 
to understand the investment risks bettei 



I'm interested in learning how well formed 
the company is, if there are any skeletons 
I . Ck in the closet like fired co-founders or large 
I debts or consultants who are owed shares 
I or pending lawsuits. I'm also curious to see 
how a founder negotiates (though this 
LEGAL DILIGENCE comes through after the term sheet has 
been issued) 


Each fund raising process is unique. Sometimes investors will have deep 
experience in a sector or know the team very well, both of which can accelerate 
the process significantly. But I hope this general outline sheds light on the key 
steps and questions answered in the fund raising process. 
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THE VC TERM SHEET ROADMAP .4 


A VC term sheet provides the guidelines and provisions of an investment deal. It is the 
contractual document between investors and founders for raising capital and includes a 
set of major sections such as: the company’s worth, who is on the board, who gets what, 
how are investments protected, and how much is set aside for a team. 


VALUATION - 

A valuation is the calculated value of a company. The 
valuation is derived form the past performance of the 
company, its projected performance in the future, and the 
perceived worth of its intellectual property. The financial 
figure that comes from a valuation will help you figure out 
how much capital you should be seeking to raise and at 
what equity percentage the company might be worth. 

Tip: Do your best to ensure you receive the most "fair" deal 
over the "best" deal for your company's valuation. 


BOARD OF DIREGORS - 

The board of directors is a guiding force for the company. 
Typically it is comprised of investors who put capital into the 
company and want to protect their investments. 

Tip: Always try to ensure you have a balanced board for your 
company from industry experts to investors. 


UQUIDATION PREFERENCES - 

Liquidation preferences outline how your company is broken 
down, who gets what slice, and by how much. Liquidation 
preferences come into play during acquisitions and buyouts 
and the preferences provide the backbone for how 
shareholders receive their payouts. 

Tip: Do not be too fancy with liquidation preferences, keep 
them as simple as possible and remember what might be 
given up early can be asked back later down the road. 
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business funding, there’s also the option of small business loans, grants, 
lines of credit, peer lending, and receivables factoring. 

Loans (Lns) are funding that is repayable in installments to the in¬ 
stitution that provided the funds. Repayment is usually with an amount 
of interest to provide the lender with a return on their investment. These 
loans cover lines of credit, purchases, construction of new facilities, and 
capital to buy existing businesses. 

Like loans. Grants (GRA) are designed to help a business grow. They 
come in two flavors: government and private. But unlike loans, grants are 
just that, granted to your company. You don’t need to pay the funds back. 

When your business has some history (usually two years), you can 
establish repayable lines of credit. Lines of credit are great debt instru¬ 
ments to support things like payroll, which must go out on time even if 
your clients pay late. 


EXERCISE: Evaluating Your Funding Strategies 

To evaluate your best funding options we suggest the following 

steps: 

1. Just starting out and have a great idea? You might want to start 
with Friends and Family. "Fou could also go with a seed fund if you 
have a successful track record. 

2. Do you have a prototype or proof of concept? Maybe a customer 
or two? Seed funds or angels are options at this point in addition 
to Friends and Family. 

3. Will you create a product/service that requires capital to get 
things created but you can deliver direct to early supporters? 
Take a look at crowdfunding. 

4. Have you proved your business model and it's time to scale the 
business? Now venture capital is a great option. 

5. If investor funding isn't an option, then consider loans, lines of 
credit, or grants. 

6. If you've got Cash Flow, receivables factoring is an option to close 
the gap. 


STARTUP ROCKET FUEL: 
ACCELERATORS AND INCUBATORS 


Accelerators: A Global Initiative 

Accelerators (Acc) are essential to the growth of entrepreneurial ecosys¬ 
tems because they provide a petri dish for innovation and create jobs. One 
of the best-known accelerators is Y Combinator (YC). YC provides seed 
funding, which is the earliest stage of venture funding and pays the ex¬ 
penses while a startup gets off the ground. Since 2005, YC has funded more 
than 460 startups, including Reddit, Disqus, Dropbox, Heroku, and Airbnb. 

There are hundreds of accelerator programs around the world in¬ 
cluding other well known ones like SOOStartups (USA), NewMe (USA), 
Springboard (UK), FounderFuel (Canada), Startupbootcamp (Europe— 
Amsterdam, Berlin, Madrid). There are also specialized accelerator 
programs: 

• Vertically Focused: General accelerators like TechStars have proved 
that the model works. They’ve gone on to license their brand to other 
accelerators that focus on specific industry sectors or brands (e.g., 
TechStars Nike+ Accelerator). As a result, we see more vertical-focused 
accelerators like healthcare (e.g., Healthbox and Rock Health), clean 
tech (e.g.. Surge and GreenStart), hardware (e.g., Lemnos Labs and 
Bolt), and even government (e.g.. Code for America). 

• Not-for-Profit Accelerators: Not all accelerator programs are 
for profit. Universities like the University of California, Berkeley, 
launched Skydeck, an engineering and MBA focused accelerator for 
digital businesses, in collaboration with Lawrence Berkeley National 
Laboratory and several other partners. 

• Soft-Landing Accelerators: This is a newly evolving type of accelera¬ 
tor. Countries who have launched programs like this include Innova¬ 
tion House Norway, Mind the Bridge from Italy, Spain Tech Center, 
and the German Silicon Valley Accelerator to name a few. 

Incubating Your Dream 

The proliferation of accelerator programs has overshadowed a much 
older concept many have heard of: incubators. Unlike accelerators, in¬ 
cubators are more long term and permanent for a startup. Incubators 
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THE ART OF THE PITCH 


THE RULES OF THE PITCH 

10 / 20/30 

This format allows for more conversation before jumping right into the presentation. The 
discussion then becomes a part of the pitch. 


THE 10 SLIDE PITCH 

From VCs to partnership presentations, you'll need a 
deck that follows this basic structure and include 
relevant visual aids: 

Slide 1 - Problem Definition 
Slide 2 - How You Solve the Problem 
Optional: Underlying Technology 
Demo Product or Video of Example 
Slide 3 - 50K Ft View of Company and Business Model 
Slide 4 - Market Size 
Slide 5 - Competition 
Slide 6 - Team 

Slide 7 - Financial Projections and Milestones 

Slide 8 - Use of Proceeds 

Slide 9 - Fundraising Process 

Slide 10 - Summary/Next Steps and Call to Action 

If this structure feels too formal, Steve suggests the 
alternative option of pitching like it's a stage play with 
three acts: 

ACT 1 - Discussion 
ACT2-The Pitch 
ACT 3 - The Demo 



'Data Source: Guy Kawasaki 
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THE 20 MINUTE PITCH 

Guy's advice: "You should give your ten slides in twenty minutes. Sure, you have 
an hour time slot, but you're using a Windows laptop, so It will take forty minutes 
to make it work with the projector. Even if setup goes perfectly, people will arrive 
late and have to leave early. In a perfect world, you give your pitch in twenty 
minutes, and you have forty minutes left for discussion.” 



THE 30-POINT FONT 

Guy's advice: "The majority of the presentations that I see have text in a ten point 
font. As much text as possible is jammed into the slide, and then the presenter 
reads it. However, as soon as the audience figures out that you're reading the text, it 
reads ahead of you because it can read faster than you can speak. The result is that 
you and the audience are out of synch. If “thirty points," Is too dogmatic, then I offer 
you an algorithm: find out the age of the oldest person in your audience and divide it 
by two. That's your optimal font size." 


THE 4 FOUNDATIONS OF DELIVERING A GREAT PITCH 


CLARITY 


SIMPLICTY 



Be clear and precise, clarity will Keep it simple and clean, trim the 

always trump excess or persuasion excess and simplify the language 


PRAQICE 



Practice makes perfect. Use your 
friends and family to prepare more 


PASSION 

Show that you care and that you 
believe in what you want to achieve 
while being memorable 
















can provide shared offices and services at a discount but incubation also 
includes hands-on management training, marketing support and, often, 
access to some form of financing. 

• Local Economic Development Incubators: Non-profit in structure, 
they focus on job creation and economic development in the local 
area. This can also mean supporting particular target groups or indus¬ 
tries to develop a cluster of businesses (e.g., service companies and 
high tech companies). 

• Academic and Scientific Incubators: These non-profits focus on 
high-tech endeavors to help commercialize technologies. Their focus 
is usually on taking internal, institution projects prior to company 
creation. However, they also support external projects looking for 
commercialization. 

• Corporate Incubators: These are for-profit incubators that are usu¬ 
ally launched for high-tech endeavors. This kind of incubator also 
helps a company get access to new technologies, business models and 
markets that help them stay innovative and generate new revenue 
streams for the company. 

• Private Investor Incubators: These are also for-profit incubators and 
usually bring in their portfolio companies that they have invested in 
to help them get a better start. They are usually high-tech and biotech¬ 
nology startups and this type of incubator is focused on generating 
profits from the exits of these companies through acquisition or IPO. 

Chris Schultz knows a few things about finance, funding, and launch¬ 
ing companies. Chris is a serial entrepreneur who co-founded a collabo¬ 
rative workspace in New Orleans (Launch Pad), makes angel investments 
through Voodoo Ventures, and is currently working on a product called 
Niko Niko, a happiness tracker for teams that turns mood into actionable 
data for managers. We had a chance to get Chris’ take on funding. 

SEQ: Launchpad is your baby. How did you and your co-founders go about 
starting it? What was the motivation behind it? 

Schultz: It was very organic birth. I had some extra office space, and I put 
that on Craigslist. I ended up having a couple of guys move in, and those 


two people ended up becoming the partners in Launchpad. We liked 
being able to work together and work through problems. So we opened 
Launchpad in 2009, and it had a great response. 

SEQ; As an angel investor what do you looking for in a company? 

Schultz: I look primarily at the founder, founding team, or co-founders. 
I don’t have as strong a bias toward cofounding teams as some of the ac¬ 
celerator programs. I’ve had success with individual founders. At the an¬ 
gel level at the earliest stages, I think it boils down to the ideas or the 
business models. I have a bias towards founders that have deep industry 
experience. By deep I don’t mean twenty years, it could be three or four 
years, but it needs to be some industry where they’re starting the com¬ 
pany. They also have the network customer contacts and understand the 
way the industry works. 

SEQ; With limited resources, where should entrepreneurs focus? 

Schultz: I have a bias of funding your company through customers and 
building a product that you can sell. You may not be able to fully fund your 
business, you may still need capital, but just the fact that you have custom¬ 
ers is going to position you in a more interesting way for investors. 


GETTING READY . . . 


We covered a lot in this chapter. To get started with the Funding (Fn) 
part of The Startup Equation, make sure you complete these chapter 
exercises: 

• Review Bootstrapping as an Option 

• Build Out Your Pitch 

• Select Funding Strategies that Fit Your Startup 

• Evaluate Accelerator and Incubator Programs to support your growth 

We will review this again in Chapter 18 when we connect all the elements 
of The Startup Equation and map these elements to your particular 
startup. 


NO MONEY, NO EXCUSES 
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Original Sketch by Kate Rutter 






















CHAPTER 


Doing business without advertising is like winking at a girl in the dark. 
You know what you are doing, but nobody else does. 

—Stuart H. Britt 



Startup Marketing Alchemy 


J a-Nae’s drive to help millions of women fulfill their dreams of starting 
a business helped her start Wild Women Entrepreneurs (WWE), but 
it takes more than drive to succeed. It also takes marketing, but how 
do you market with zero budget? 

Ja-Nae knew that her approach to marketing the Wild WE needed 
to focus on why she started the organization in the first place. Then, she 
got to work and experimented with every “free” resource at her disposal, 
eventually building fifty-five chapters in seven countries in less than 
nine months. 

Though Ja-Nae found a solid marketing mix relatively fast, it’s not 
always that easy for people. Sometimes it’s hard to know where to start 
or the best channels for reaching your audience. In this chapter we’ll go 
through the marketing elements that we’ve assigned to two major sec¬ 
tions: Programs and Channels. Programs (like Growth Hacking (Grw), 


Partners (Prt), Loyalty Programs (Loy), Events (Evt), PR (Prs), Word 
of Mouth (Worn), Sponsorship (Spn), and PPG (Ppc)) are the vehicles 
used to market, while the channels (SEO (Seo), Email (Eml), Direct Mar¬ 
keting (Drm), Telemarketing (Tern), Social Media (Som), Merchandis¬ 
ing (Mer), Website (Web), TV/Radio Broadcasting (Brd), Print (Pri)) 
are places to find your audience. We will dive into the various elements of 
marketing and provide some exercises to help you identify the right ele¬ 
ments for your equation. 

SEEING THE BIG PICTURE 

Too often we see people throwing stuff at the wall to see “what sticks” 
and skip the critical step of developing an effective marketing strategy. 
However, more than one startup has failed to understand its importance 
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Foundation 


Experience 


Growth 


Marketing your startup is atjout how you position it to satisfy your market's needs. The mix that you create is the set of controllable, tactical 
marketing tools that you’ll need to produce a desired response from your target audience. This mix is what you build your marketing strategy from. 




Gru/ 

Eml 

X 

n 



f. 

Prt 

C-- 

Drw 





Loy 

V-x C-. 

Tem 
















Evt 

Prs 

> 

Som 

V'. C- 

Mer 














































A/nm 

Web 
















.M.x f'.-- 

Spn 

•.‘,x C'- 

Brd 































Ppc 

Pri 




_ 1 









Cc 

Seo 
















194 


THE STARTUP EQUATION 

















































































MARKETING (MA) PROGRAM ELEMENTS 


A marketing program allows you to integrate your marketing mix to reach prospec¬ 
tive customers and maintain your current customer relationships. 

Groiwth Hacking (Grw) 

Growth Hacking is a program with one absolute focus: growth. Every methods, 
tool, and tactic within this program is built around growing an area of your 
business. 

Partners (Ptr) 

A Partners program can be developed when one business can accomplish their 
goals more effectively by leveraging the complementary strengths of another. 
Partners can con-tribute to increase brand awareness, product distribution, and 
customer acquisition. 

Logoltg Programs (Log) 

A Loyalty program is structured to encourage brand loyalty through encouraging 
buying behavior. 

Events (Evt) 

Events are programs that describe an experience created that targets customer 
needs and that can occur online or offline. 


MARKETING (MA) CHANNEL ELEMENTS 


A marketing channel is an area a company can use to market their business 
through a set of activities In a process. A marketing strategy would encompass 
tactics and activities using a multi-marketing channel mix. 

SEO (Seo) 

SEO stands for “Search Engine Optimization” and is the method that impacts how 
well your website can be found when a person searches for it. SEO is an unpaid or 
organic way of boosting your website's visibility. 

Email (EmI) 

Email marketing is a way of reaching your current and prospective customers 
through their electronic inbox such as gmail, Yahoo or Microsoft Exchange. 

Direct Mall (Drm) 

Direct mail is the act of advertising directing to your prospective/current customers 
through the mail. The intent is to solicit an action from them. 

Telemarketing (Tern) 

Telemarketing is when a company cold calls a person on the phone unsolicited 
on behalf of your company in order to get them engaged in your company. 


PR (Prs) 

Public relations (PR) is the management of spreading information about your com¬ 
pany, particularly through news outlets. 

Word of Mouth (Worn) 

A Word-of-mouth marketing program is when word about the company or a promo¬ 
tion spreads virally from person to person. Word-of-mouth is an unpaid marketing 
program. 

Sponsorship (Spn) 

Sponsorship is a program to promote company awareness through another compa¬ 
ny used primarily to obtain specific business goals. Sponsorship can be financially 
supported or through in-kind support. 

PPG (Ppc) 

A pay-per-click (PPC) program is a form of internet advertising where 
advertisers pay you when their ad Is clicked on. Programs are usually set 
around specific key-words, a budget, and benchmarks. 


Social Media (Som) 

Social Media is a set of virtual networks, websites, communities, and applications 
that allow for individuals to engage with one another and exchange information, 
thoughts, and ideas. 

Merchandising (Men) 

Merchandising is when you sell your product or service through retail outlets. This 
can occur online or offline. 

Website O^eb) 

A website is a location on the Internet that is focused on a company, person, place, 
topic, or a series of related Items. A website normally has multiple pages and one 
domain name leading to it. 

TV/Rodio Broadcast (Brd) 

TV or radio marketing Is a form of broadcast advertising that gives visibility to your 
company by sending it out to the masses. 

Print (Pri) 

Print marketing is how you advertise your business through printed materials. The 
most common forms of print marketing are newspapers and magazines. 
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until they’ve spent a lot of time and money on stuff that doesn’t stick. 
We’ve made this mistake, too, but we’ve also learned that a plan can help 
you achieve your goals and make the most of your available resources. 


EXERCISE: Defining Clear Goals 

To start, any strategy needs a defined, measurable goal. Before you do 
anything ask yourself this question: What is the ONE thing I want to 
accomplish and why is it important? Answers might include: 

• Generate revenue 

• Build awareness 

• Shift brand perception 

• Recruit new employees 

• Create a customer service cycle 

Once you know the one thing you want to achieve, set a clear, 
measurable goal with a specific date and time. As part of this process, 
define a specific reason for your goal. Why include the why? It makes 
it obvious to your lizard brain the importance of the action. Here are 
some examples: 

• In order to find my first paying customer. I'll form a team often beta- 
testers by March 1,2016. 

• In order to build up my brand awareness. I'll partner with two 
charitable partners by May 20,2016. 

We strongly suggest making one overarching goal for your 
business for one year, even if you set smaller goals in support of the 
bigger one. 


The Best Marketer is You! 

Everyone has different skills. However, if you’re starting or growing a 
business, you’re likely the best marketer available for your company. 
When asked about your company, let your passion shine through. While 
people may not expect perfection in the beginning, they do want to see 
the creator’s excitement about the new business. 
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KNOWING YOUR CUSTOMERS 


In previous chapters, we’ve talked about the need to know your custom¬ 
ers, and we can’t stress enough the importance of customer research. 
Here are some key questions: 

1. Who are you trying to reach? What is their gender? How old 
are they? 

2. How do they spend their time online and offline? 

3. Where are they online? Do they already congregate in 
specific places? 

4. What are their fears? What motivates them? What would motivate 
them to buy your product or service? 

5. Why would they buy from you? What type of education or informa¬ 
tion would they need to convert them into customers? 

The answers to these questions tvill help you craft the right market¬ 
ing mix. We had the chance to chat with someone who knows from experi¬ 
ence why it’s so important to know your customers. Humberto Matas, the 
Managing Partner of Designit Barcelona, has a passion for human-based 
design. His successful firm was acquired by Designit four years ago. 

SEQ: What are your thoughts on how brand experience and customer expe¬ 
rience are connected or not? 

Matas: There are two ways of approaching the same goal. We use differ¬ 
ent terminology because there are different professionals with different 
backgrounds, but we’re trying to aim for the same thing: to deliver rele¬ 
vant experience for the customers. The brand is no longer an image. 

SEQ: If a startup is just starting, when do you think they should make brand 
a priority? 

Matas: That’s a very tough question. To me, following as a principle that 
brand is the consequence of your job. It’s something that emerges from 
what you do. It’s not something that you put on like a costume. There’s 
a moment in the life of your company where you have reached enough 
clients and you have established enough internal processes to deal 
with your clients and your customers that you know that you have to 




do something to take care of the messages or the experience that you’re 
delivering through those channels. 

THE WORLD’S SHORTEST MARKETING PLAN 

Once you set a well-defined goal, it’s time to construct a plan. Everyone 
strategizes and plans differently, but the key is to find what works for 
you and your team. We’ve pulled together some popular, and proven, 
ways to help you get started. 

We’ll start with the World’s Shortest Marketing Plan. Created by 
Kelly Odell, it gets down to business by focusing on the important stuff. 
You’ll start by addressing the four Ps: Product, Price, Place, and Pro¬ 
motion. For each “P” you’ll review how they relate to the six imperative 
questions: (1) What, (2) Why, (3) When, (4) How, (5) How Much, and 
(6) Who. No matter what marketing direction you pick, answering these 
questions will get you off to a fantastic start. 


EXERCISE: SWOT Marketing Analysis 

Next on the list: a SWOT analysis. At its heart, SWOT is a market re¬ 
search method. It's a great tool to use when trying to understand who 
you are as an entrepreneur, your brand's strengths and weaknesses, 
and whyyourtarget audience should choose you. 

SWOT stands for: 

• Strengths 

• Weaknesses 

• Opportunities 

• Threats 


STARTUP MARKETING MIXOLOGY 

Once you have a marketing plan that fits your current needs, it’s time 
to dig in and plan your overall marketing strategy. However, when time 
is valuable (and rare), you’ll want to consider options that help you save 
time and money. 


SWOT MARKETING ANALYSIS 


SWOT CUSTOMER ANALYSIS 

SWOT is a market research method. It's a great tool to use when trying to 
understand who you are as an entrepreneur, your brand strengths and 
weaknesses, and potential marketing strategies. 

r ^ 


r ^ 

STRENGTH 


WEAKNESS 



• In what areas do you need to 



improve? 



• What resources do you lack? 



• What parts of your business are 

• 


■rot very profitable? 



• Where do you need fur ther 



education and/or experience? 



L ^ 



r ^ 
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• What are the tsusiness goals you 


• What obstacles do you face? 

are currently working towards? 


• What are the strengths of your 

• How can you do irwra tor your 


biggest competitors? 

existing customers or clients? 


• What are your competitors doing 

* How can you use techrrology to 


that you're not? 

enhanrx your business? 









Figure 13.5 SWOT Marketing Analysis 
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THE PLAN WITHIN A PLAN .3 3 
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needed 
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- Alternative Strategies 

Incentives 


- In-house vs. 

Financing Strategy 
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- Objectives 


Marketing Action Plan 

Outsource 


Market Entry Strategy 
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Brand Strategy 
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• Major Barriers 
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to Entry 
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Advertising & 




- Alternative Strategies 
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MONITOR/EVALUATE RESULTS/REVISE 


'Date Source: Aislrup Consulting © 2010 
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THE WORLD'S SHORTEST MARKETING PLAN p«.,.3 4 







PRODUCT 


What products do 
you need? 


What need does it fill? When do you need it? 


How will the 
product fit the 
need? 


Product cost, 
Volume to be sold, 
etc.? 


Customer segments 
to be targeted? 


PRICE 




What price will you 
sell for? 


Why is lhat the right 
place? 


How long will that 
price be valid? 


How will the price 
develop over time? 


How much sales 
and margin will be 
created? 


Different prices for 
different segments? 


PLACE 

9 


How will products 
be distributed? 


Why choose these 
channels? 


When do customers 
choose different 
channels? 


How will we create 
or enter these 
channels? 


What are the 
costs/benefits of 
these channels? 


How do different 
segments use 
different channels? 


PROMOTION 



What types of 
promotion will be 
used? 


Why choose these 
activities? 


Timing, launch, 
lifecycle, etc.? 


How will the Costs/benefits of the Target groups for 

promotions be promotions? various promotions? 

executed? 


‘Data Source: Kelly Odell 
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We recommend you follow these five steps to build your marketing 
strategy: 

1. Unique Selling Proposition (USP): A fundamental piece of the mar¬ 
keting plan, entrepreneurs regularly overlook the USP. It captures 
the “why” for people buying from you and not your competitors. 
When pitching: 

• Explain how you solve a holistic problem for your target audience 

• Highlight the distinct benefits of a relationship with you over your 
competitors 

• Make a promise or guarantee that no one else in your industry offers 

Once you have these items, condense everything down to one, 
brief sentence. That explains the “why” for your company. 

2. List Your Benefits: While you’re at it, list all of your benefits. Every¬ 
thing from being first to market to stellar customer service, goes on 
the list. These benefits will help guide you no matter the marketing 
channels you pick. 

3. Decide Product/Service Positioning: Your positioning will deter¬ 
mine how your product/service is viewed by customers, and ulti¬ 
mately, the success of your business. We suggest using the following 
framework: 

• For (your target customer or market) 

• Who (give a compelling reason to buy/what is there need) 

• Our product/service is a (product/service’s placement within a new 
or existing market) 

• That provides [key benefit(s) that directly addresses the reason to 
buy from you] 

• Unlike (primary competitor offering same benefit) 

• Our product/service (key difference or point of differentiation in 
relation to the specific target customer) 

One great example is Harley Davidson’s positioning statement: 

The only motorcycle manufacturer 
That makes big, loud motorcycles 
For macho guys (and "macho wannabes") 
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Mostly in the United States 

Who want tojoin a gang of cowboys 

In an era of decreasing personal freedom. 

Ready to try? Use this template to help build your own. 


FOR your audience 

ISA 


your product name 


category name 


WHICH PROVIDES 


mam benefit 


UNLIKE 


primary competitor 


WHICH PROVIDES 


competitor's main benefit 


Figure 13.8 Positioning Statement Generator 


4. Decide on Your Marketing Budget: Whether you have $5,000 or 
nothing, it’s absolutely essential to know what financial resources 
you’re putting towards your marketing. Unfortunately, we can’t 
claim there’s one default amount. Some say ten percent of your over¬ 
all budget, while others say up to fifteen percent. 





That said, as you look at your overall budget, we recommend 
planning on at least seven percent. Then, look where your customers 
go. Even if you’re only spending one percent on marketing, take the 
time to pick the right channels. 

Then, after you spend it, track it to gauge the success of a cam¬ 
paign or channel. And track more than brand awareness Key Perfor¬ 
mance Indicators. Go through the entire sales funnel to see where 
you need to spend more next time. 

5. Decide on Your Marketing Methods: With so many marketing 
channels available, it’s very easy to bleed money. But how do you 
know where your target audience congregates? 

• Ask: It doesn’t hurt to ask. If you’re just starting out, reach out to 
your network and explain the type of persona you want to reach. If 
you already have customers, then start with your beta-testers and 
your evangelists. 

• Research: One of the first things Ja-Nae did when starting WWE 
was to learn about demographic and psychographic behaviors. 
It helped her understand what was important to her potential 
audience. 

• Create Segment Tests: After you’ve done research, do some small 
segment testing to find your audience sweet spot. Allow yourself to 
experiment in order to find the right audience for your brand. 

Also, it’s important to note that when you’re first starting out, 
you’ll rarely have the capital to be everywhere at once. Make in¬ 
formed decisions on where to start and how much effort to spend in 
each place. 


Programs and Channels 

A marketing strategy gets broken into two core pieces: Programs and 
Channels. Programs are a set of customer-based activities that help you 
achieve your marketing goals. Channels are the places to move these pro¬ 
grams so that your target audience sees them and, hopefully, engages 
with them. 


Picking The Right Program Elements to Begin 

Every company has different marketing resources available to them. 
However, figuring out which programs your business should use isn’t an 
easy task. It can take some testing to get the right mix for where you are 
today. 

Creating Experiences 

A large part of marketing is creating the right customer experience that 
both sets an expectation of your brand but provides a level of trust and 
value that your customers cannot get elsewhere. Here are some elements 
that can help: 

• Loyalty Programs (Loy): We’ve talked a lot about crafting the cus¬ 
tomer experience. But for good reason. To acquire a new customer, 
it costs a business about 5-10 times more than selling to an exist¬ 
ing one.^ And based on a report by Manta and BIA/Kelsey, a repeat 
customer spends sixty-seven percent more on a sale than a new cus¬ 
tomer does.^ Loyalty programs (Loy) are structured to reward cus¬ 
tomer buying behavior. Make sure you’re providing real value to your 
customers with rewards that make sense. 

• Events (Evt): When crafting your brand experience, connecting 
your customers with one another is a great way to build evangelists. 
One way you can do that is through events (Evt). They allow you to 
get face-to-face with your customers (even if it is online) and create 
something that encompasses all their senses. However, doing events 
can be a daunting task and costly, if you are not careful. 

• Sponsorship (Spn): Sponsorship marketing is usually tied to a specific 
purpose or a campaign in order to reach a wider audience. You can ei¬ 
ther be a sponsor of a program or event where you know your target 
audience will be engaged, or you can offer sponsorships for you and 
your business. There are pros and cons to both and no matter how 
you slice it, it’s about creating a win for you, a win for the partnering 
company, and a win for the customer. 

Getting the Word Out 

Some marketing programs focus more on the communication of the 
brand. These elements include: 
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• Pay-Per-Click (PPC): Pay-per-dick is an online, advertising model 
used to drive website traffic. You can run a PPC campaign or program 
to bring brand awareness or promote a specific program, product, or 
service. It’s also a great way to test product ideas and new forms of 
communication. 

• PR(Prs): PR does double duty as a marketing program and helping 
you build relationships with journalists and reports. PR is about more 
than sending out press releases. It’s also about syndicating your 
refined message through the relationships you build with the press. 
However, a PR program can be expensive and requires careful 
management. 

• Word of Mouth (Worn): Word of mouth remains the most powerful 
form of marketing because people buy from brands that their friends 
and colleagues know and trust. However, while word of mouth market¬ 
ing might get people in the door, it’s up to you to keep them there. 


EXERCISE: Howto Build a Word of Mouth Campaign 

According to Nielsen, ninety-two percent of people trust recommen¬ 
dations from friends and family more than all other forms of mar¬ 
keting, making word of mouth one of the most powerful marketing 
elements.^ So, where do you start? 

1. Start with Friends: The people in your life are already Invested in 
who you are a person. Reach out to them and have them start ad¬ 
vocating for you and your brand. 

2. Identify Influencers: Each industry has a set of influencers.These 
are the people you want to tap Into. Make a list of them and then 
reach out. You never know who will loveyour stuff and want to 
support your brand. 

3. Leverage Uniqueness: No one really cares to share a product 
or service unless there Is something Interesting about it. Maybe 
it's your story. Maybe your product has a unique feature. Maybe 
you're doing something differently than everyone else. Whatever 
it is,THAT is what you should highlight and lead with. 
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Channels 


Marketing channels are a way to distribute information about your brand 

and the marketing programs outlined earlier in this chapter, including: 

• Search Engine Optimization (Seo): Used to improve a website’s or¬ 
ganic search results. Search Engine Optimization (SEO) focuses on in¬ 
creasing the visibility of your wehsite and your content. No SEO 
means no organic traffic from search results. For a great resource, 
we recommend Moz.com. Rand Fishkin and the crew are the go-to 
source for SEO. 

• Email (Eml): You probably receive some of this channel marketing 
in your inhox. Email is a great channel to stay in touch with your cus¬ 
tomers and to highlight new products and services. As of 2013, there 
are nearly 3.9 billion email accounts worldwide, with that number ex¬ 
pected to increase to 4.9 billion by the end of 2017.^ But, like every 
channel, do some research to confirm how your target audience pre¬ 
fers you use this channel. 

• Direct Mail (Drm): Open your mailbox, and you’ll likely see an ex¬ 
ample of direct mail. Though great for businesses who want to visually 
convey their brands, this channel can prove expensive as the price of 
postage increases. 

• Telemarketing (Tern): Telemarketing helps you market your prod¬ 
uct or service by phone to potential customers. It can be a challenging 
channel because of Do Not Call regulations. 

• Merchandising (Mer): Merchandising involves putting a product on a 
store shelf. Supporting merchandising activities include giving away sam¬ 
ples, providing product demonstrations, and promoting special offers. 

• Website (Web): Your website is your home on the internet. It’s where 
people will come to find out about you, your brand, and what you 
stand for. Websites can include integrated ecommerce platforms, 
blogs, and other applications to enhance the visitor’s experience. It’s 
the gateway to helping people get to know you. So, always keep your 
website up-to-date and mobile friendly. 

• TV/Radio Broadcast (Brd): TV/Radio broadcasting allows you to 
reach larger audiences within a geographical region. Spots can be sold 




during different programming and the price will vary dramatically 
depending on whether it’s “prime-time” programming. 

• Print (Pri): Print advertising encompasses newspapers, magazines, 
and fliers. Print media, like TV and radio, is hard to track and depends 
largely on whether or not your target audience sees your advertising, 
and if they do, knowing what they read. 

• Social Media (Som): Social media is more than just a place to connect 
with your friends. It’s a communication channel that you can leverage 
when building your community to find evangelists and help with 
customer service. 


AN INBOUND STRATEGY TO UNITE THEM ALL 

Once you identify the channels that make the most sense for your audi¬ 
ence and the marketing programs you want to launch, the next step is to 
craft an inbound marketing strategy. The goal? Helping your target au¬ 
dience find you. 

Your target audience is inundated with advertising on a daily ba¬ 
sis. There is absolutely no way to compete with all the noise if you’re just 
starting out, no matter how much money you put behind it. However, in¬ 
bound marketing helps you attract the most qualified prospects to your 
business. Here’s how: 

1. Focus on solving problems for niche groups in your audience. 

Within your target audience, there are a number of niche communi¬ 
ties. By taking your content and focusing on them, you’ll have more 
success creating diehard evangelists. 

2. Focus on the buying cycle. As people find you, they’ll be in differ¬ 
ent phases of the buying cycle. Providing great content helps answer 
questions throughout this cycle and overcomes obstacles stopping 
customers from committing. 

3. Deliver content valuable to your audience. Your content should 
always be about your target audience, not your brand. Though there 
are times when you can pull back the curtain and show them your 
brand, people are inherently more interested in themselves and 
their needs. 


• Make It Useful: Content should be educational, but feel free to 
spice it up and entertain them as well. We can all use a good laugh. 

• Make It Relevant: Most people only care about themselves and 
their needs. So, when they’re searching for something, they’re 
looking for specific answers. Create that content for them. 

• Tell a Story: Storytelling is a crucial way to get your target audi¬ 
ence to remember your brand and your values. Our brains process 
by putting information into patterns and stories. 

• Make It Quality: There’s a lot of regurgitated crap out there, and 
people are tired of it. They want high-quality content. Customize it 
and pay attention to detail. 

• Make It Heartfelt: People can smell a fake a mile away. People do 
not do business with brands. They do business with other people. 

When focusing on your marketing and sales efforts, work smarter 
not harder. Build an inbound marketing machine that works with your 
time and budget. Find a consistent pattern that works best for you and 
help set expectations. 

Someone who has done a great job on keeping that focus and build¬ 
ing a platform of customers based on need and relevancy is Lewis Howes. 
This one-time All-American star in two sports now spends his time 
teaching others what he has learned and helping them to aspire to great¬ 
ness. We had a chance to chat with him to truly understand his journey 
and how he got to where he is today. 

SEQ: Lewis, thank you for being here. Let's start with how you evolved into 
your current role. 

Howes: I was a two-sport, All-American in college as an athlete. Then, af¬ 
ter an injury, I retired from arena football and started pursuing the busi¬ 
ness world to figure out how 1 was going to make a living, what I was 
going to do for the rest of my life, and what my purpose was going to 
be next. 

I’ve focused on understanding people in general and connecting 
and interviewing a lot of influential, inspiring, amazing individuals. It’s 
grown into a podcast called “The School of Greatness” and many other 
products, courses, and consulting along the way. I’m still building my 
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STARTUP SOCIAL MEDIA EXPLAINED«... ,3 „ 




THE LAUNCH PAGE 

Generating buzz around your launch 
page is imperative. Its effectiveness 
depends on your use of social media to 
attract attention and how you empower 
your site with social sharing options. 
Allowing visitors to tweet, link, share, and 
reblog your startup's content is Important 
for creating early buzz and avrareness. 



THE SOCIAL PEOPLE 

Social media Is about being social and 
being able to connect with your 
customers and their advocates. 


The power rests not Just in the platform 
but In the people, connect with those 
most vocal and get their help to spread 
the word. 


Some of these people may be important 
bloggers who are reviewing products, 
brands, or discussing relevant material. 


70 % 35 % 

of bloggers are discussing of bloggers are writing 
brands, products, and about brand reviews and 
services organically product reviews 


WHICH PLATFORMS ARE MOST USED? 


-£ 


93% 

BEST FOR; 

Sharing, Conversation. Feedback 

78% 

BEST FOR; 

Sharing. Conversation. Feedback 


YouflTliB 


61% 

BEST FOR: 

Sharing, Conversation, Feedback 


MAKE GREAT CONTENT 



In the land of the social, content is king. The quality of 
the content you produce will vastly improve the 
amount of interaction and interest as you push media 
outward. When you begin increasing quality over 
quantity the value, care, and capability to go viral also 
goes up. 


'Data Source: EMarketer.com, MarketingSherpa.com, Forbes.com, Udemy.com 


DID YOU KNOW? 


80 % 50 % 


of online consumers are 
more likely to share and 
talk about the brands 
they love and follow? 


of those are also more 
likely to persuade friends 
and family to purchase by 
being brand advocates? 


Always keep an eye out for where buzz on social 
media is coming from. This helps you target your 
efforts and discover where your campaign might also 
be failing or lacking. Be sure to use and leverage what 
is working in your startup’s favor. 


MONITOR THE RESULTS 

Simple analytics tools can help measure the Impact of 
your marketing efforts. This not only helps you convert 
followers into customers but also helps to examine 
why a customer clicked or was interested. 


WHAT CAN I USE TO MEASURE? 

72% 63% 

Visitors & Sources of Traffic Network Size; 

Followers & Fans 


56% 50% 


Quantity of Commentary Sentiment or Quality 
of Commentary 
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business and looking for ways to always improve and take everything to 
the next level. 

SEQ; What was your initial journey and what were a couple of transforma¬ 
tion points to get you to that level? 

Howes: For the first two years, I had probably three key mentors I worked 
with on a weekly basis. I didn’t have the skills in business that I needed 
coming out of foothall. I just started to create content online. I started 
helping people one on one. Then, I started to take them to small groups, 
just started to speak about it, about Linkedin specifically. 

The big aha moment was understanding that, as an entrepreneur, in 
order to scale myself, I can’t be trading my time for dollars anymore and 
that’s what I was doing. I was making a couple hundred bucks for a cou¬ 
ple hour session, trading my time for teaching people about Linkedin 
one-on-one. 

It wasn’t until I did my first webinar I made $6,200 in an hour speak¬ 
ing in front of about 500 people who were interested in learning about 
Linkedin. At the end, I offered them an advanced training course where 
I made the $6,200 and that’s when I was freaked out. I was blown away 
that I could actually leverage my time and my information and my skill 
set and convert it into sales and money for myself through this technol¬ 
ogy of having a group of people listen to me online at one time and then 
offer something at the end. For me it blew me away and it’s what skyrock¬ 
eted me. 


Funnel Optimization 

You may hear people mentioning you need to optimize your funnel. And 
as you grow, you absolutely must. At the beginning, don’t worry about 
it. Focus on getting your first hundred customers. Those customers will 
help you understand what’s working and what’s not. Your job is to pro¬ 
vide them with the best product and the highest quality of service pos¬ 
sible. Your job is also to learn as much as possible from these customers. 

Once you’ve learned as much as you can and amassed your first hun¬ 
dred customers, it’s time to optimize your funnel. Here are five ways to 
optimize. 


1. Focus on your most valuable leads. If you’re going to optimize, be¬ 
gin with the leads you value the most. Know why you value them so 
much. Do they spend the most? Have they become true brand advo¬ 
cates? Decide the criteria that make them valuable to your company 
and focus your attention on these people first. 

2. How did they find you? It’s important to find out how these prized 
leads found you in the first place. So ask them. See if there’s a com¬ 
mon thread that runs throughout most of your leads because within 
that is your gold. 

3. Optimize your content. As a growing business, it’s vital to maxi¬ 
mize the amount of time you spend on every aspect of your busi¬ 
ness, including your inbound marketing funnel. If your leads share a 
common theme, then optimize your content to find them and where 
they find you. Make sure to have a multi-channel approach that will 
help people know you’re right beside them. 

4. Decide what makes a qualified lead. We know when it’s right, but 
we don’t always know when to stop trying to close. Even if people 
come to us, they may not be in the position to do business with us. 
Instead of chasing everyone who comes knocking at your door, know 
what criteria matters most to help you qualify a lead (e.g.. What’s 
your budget for this product?). 

5. Measure, then, measure again. No matter the size of your business, 
we recommend you measure everything. On average, you want to be 
closing at least twenty percent of your inbound marketing funnel. If 
you’re not close to that number, then go back to step one and make 
sure that you thoroughly understood the identities of the valuable 
leads to optimize your marketing funnel. 

GROWTH HACKING YOUR STARTUP 

whether you assign one person on your team or the entire team, growth 
hacking should be on your radar and part of your mix. 

Growth hackers look for technological ways to disrupt normal chan¬ 
nels and infiltrate markets via distribution. As you build your business, 
think of places to discover your target market. Begin to think of cre¬ 
ative ways to break into new arenas in a way that no one else considered. 
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PROSPECT GOALS 


INBOUND MARKETING AND GREAT CONTENT 


Figure 13.12 


BUSINESS OBJECTIVES 



AWARENESS 

CONSIDERATION 

CLOSE 


BORED AT WORK 


VAGUE NOTION 
OF POSSIBLE SOLUTION 


INTERESTED IN 
SOLUTION 


RESEARCHING 

VENDORS 


EVALUATING 

PRODUaS 


NARROWING 

FIELD 


SOCIAL VETTING 

NEGOTIATION 

PURCHASE 


VIRAL VIDEO INFOGRAPHICS 

e o 


® 


EBOOKS, PLAYBOOKS, 
& GUIDES 


ARTICLES CURATED USTS I 

QUinES& WIDGETS 


O 


TREND REPORTS 




E-NEWSLEHER 



Ig 

WEBINARS 


PRESSRELEASE 


® 

^^EMO VIDEO 

IHTERACnVE 
DEMO ffij 

lYST REPORTS 

TESTIMONIALS 

0 


O 

IN-PERSON 

EVENTS 



WHITEPAPERS 

ANALYST REPORTS 


FUTURE GUIDES 


CASE STUDY 


REFENCE CHECKUST 


DATASHEH 


ROI CALCULATIONS 


PRICING GUIDE 


Traffic / Page Views / Time Online / Content Downloads / Open / Click-Thtouglis / Inquiries / Database Growth From Qualified / Accepted Leads / Meeting with Sales / 

Inbound Links / Page Rank / Fans / Followeis / Mentions Submission Rate / Funnel Conversion (Stage Change) Opportunities / Active Pipeline / Pipeline Value / Closed Deals 


206 


THE STARTUP EQUATION 












RATIONAL EMOTIONAL 


AWARENESS 



'Data Source: Eloqua, First 10. Smart Insights, andJessS 


PURCHASE 


■m 


As you begin to hack your busi¬ 
ness, it’s important to have a lot 
of curiosity. It’s also important 
to ask the questions and allow 
yourself to explore them. 


Growth Hacking 

No matter the stage of your busi¬ 
ness, growth hacking (Grw) is a 
vital part to building your busi¬ 
ness. Though growth hacking can 
be used in every area of your 
business, here are some ways 
to get started when using it for 
marketing. 

• Exclusivity: If you’re just 
starting out or launching a 
new product or service, then 
only offering it to a small 
group of beta testers is a 
great way to build mystery 
and demand, while receiv¬ 
ing initial feedback. If you 
already have brand evange¬ 
lists, then offer it to them 
first to build a partnership 
with your customers. 

• Automate: Two of the big¬ 
gest expenses that can eat 
up time and money are man¬ 
power and complicated pro¬ 
cesses. One way to have a 
handle on both is to use 
tools and services that can 
automate as many processes 
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CONTENT PUBLISHING BEST PRACTICES 3 


UNDERSTAND YOUR AUDIENCE 


*• 

KNOW YOUR AUDIENCE(S) 


TIP: Get Specific, get personal 


YOU’RE BUSY. SO ARE THEY 

Don’t waste your time or others' 


IT’S NOT AU ABOUT YOU 

Show interest in the needs of others, not just yours 

lll 

DO UNTO OTHERS... 

others like mentions and RTs as much as you 

0 

UMIT THE PLEAS FOR HELP 

Ideally keep this below the 10'% mark 


BE RESPONSIVE 

Respond in 24 hrs but aim for a faster response 


'Data Source: TopNonprofits.com 
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PLAN YOUR CONTENT 




HOW MUCH TIME DO YOU HAVE? 

Be realistic and set a time limit 

MONTHLY: CONTENT STRATEGY 

Identify what is coming up and set a schedule for it 


MONTHLY: KEY MESSAGES 

Define key messages for campaigns and events 



USE AN EDITORIAL CALENDAR 

Download a free one from TopNonprofits.com/edcal 



WEEKLY: BATCH CONTENT CREATION 

Maximize time and maximize mental gear shifts 



SCHEDUUNG POSTS IN ADVANCE IS OK 

TIP: Vary timing slightly to avoid :(X} and :30 




CHECK FEEDS AT LEAST 2X PER DAY 

If only 2x then mid morning and late afternoon 

HOW WILL YOU MEASURE SUCCESS 

TIP: Set measurable goals and track progress 











as possible. Look at every area of your marketing and see how you can 
simplify it and automate most of it. 

EXERCISE: CraftYour Growth Hacking Strategy 

In order to begin growth hacking your marketing, start here: 

1. ReviewYourMarketingTactics 

Look at your marketing tactics as they relate to your sales 
funnel and list out: 

• Every way in which you're marketing the business 

• The tactics d/recf/y generating sales 

• How much each tactic costs you (include the hourly rate of 
whomever does/would do that job) 

Use this information to assess what's really working for you. 

2. Ask"Whatlf?" 

When you're growing your business, allow yourself to think of 
things that people have not thought ofyet. Make a list of20-30." What 
if'questions and allow yourself to explore different possibilities. 

3. Focus on Goals 

Earlier, you identified goals that you want to achieve. Now, 
run small tests to see whether or not a marketing program or 
channel works. It's important to know when you're running tests, 
that there are variables within that test that may be the rea¬ 
son for your success or its hindrance. Be aware and be willing to 
tweak items to test again. 


Measuring What Is Important 

Your KPIs are how you’ll measure your marketing success. They will help 
you identify what content works and what does not. KPIs will also tell 
you whether a landing page performs well or if people are dropping off at 
a specific point. Use your KPIs as a guide so that you don’t head too far 
down a rabbit hole. Your business deserves better than the casual treat¬ 
ment, and it’s an avoidable mistake. Here’s a list of marketing measure¬ 
ments you’ll want to consider that will help to gauge the performance of 
your marketing mix through the funnel: 


1. Awareness 

Main KPI: Website Traffic 
Secondary Metrics: 

• Inbound links 

• Referral visits 

• Inbound connections (sub¬ 
scribers, social followers) 

• New visitors 

• Returning visitors 

2. Leads 

Main KPI: Total Leads 
Secondary Metrics: 

• Downloads 

• Lead source (advertising, 
direct, email, calls, social, 
offline) 

• Cost per lead (CPL) 

• Lead quality score 

• Prospects 


3. Conversion 

Primary KPI: Customers 
Secondary Metrics: 

• Conversion rate 

• Cost of customer acquisition 
(COCA) 

• New customers 

• Revenue growth rate 

• Market growth rate 

4. Loyalty 

Primary KPI: Reoccurring 
Revenue 

Supporting Metrics: 

• Customer retention rate 

• Customer lifetime value 
(CLV) 

• Net promoter score (NPS) 

• Customer satisfaction index 

• Customer engagement 


There are many more KPIs and metrics that you can use to under¬ 
stand whether or not your marketing mix is working. Use this as a start¬ 
ing point to get you started. 


GETTING READY . . . 


It’s no easy task to craft a marketing program that will work for you using 
the various elements. Finding the right mix sometimes takes time and can 
be appear daunting—at first. The best place to start is defining the big pic¬ 
ture to gain perspective and the broader vision you need for your Startup 
Equation. Then, you need to understand and know your customers. 
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GROWTH HACKING MARKETING METRICS n u 


MARKETING METRICS THAT MAHER 


EMAIL 

Vanity Metrics 

MB BOUNCE 

RAn 

MS SHARING 

STATS 

^^OPEN 

^Mrate 

DELIVER-ABILITY 

^Mrate 

METRICS 

Better Metrics 

hmlead 

GENERATION 

MS CUCK THROUGH 

^Mrate 

COST PER 
^Mlead 

LEAD QUALITY 

SOCIAL 

Vanity Metrics 

RE-TWEETS/ 

SHARES 

FRIENDS/ 

FOLLOWERS 

NUMBER OF 

POSTS 


METRICS 

Better Metrics 

MS NUMBER OF 

LEADS 

mR CLOSED 

DEALS 

PURCHASING 

BEHAVIOR 

REFERRALS 

PAID 

SEARCH 

METRICS 

Vanity Metrics 

^^IMPRESSIONS 

AD POSITION 

MS CLICK THROUGH 
ISr RATE 

MS COST PER 

^Mcuck 

Better Metrics 

MS NUMBER OF 

LEADS 

COST PER 

^Mlead 

HSl COST PER 
^ISr ACQUISITION 


DISPLAY 

Vanity Metrics 

^^IMPRESSIONS 

CLICK THROUGH 

RATE 

MS COST PER 

HiM IMPRESSION 


METRICS 

Better Metrics 

CLICK TO 

^Mlead 

COST PER 

^Mlead 

IRl COST PER 

Sir ACQUISITION 



'Data Source: Salesforce 
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BRAND 

MEASURES 


Unique Visitors 
New Visitors 
Brand/Direct Visits 
Audience Share (vs 
competitors) 


Lead Volume 
% Product/Service 
interactions 
Pages per Visit 


Sales Volume 
Lead Volume 
Follower or Fan 
Volumes 


Email List Quality 
Repeat Transactions 
Repeat Visits 
Exit Survey - 4Q 


CONTENT 

PERFORMANCE 

MEASURES 


Share of Audience 
Key sites with your 
content visible in 
searches 

Follower/Fan Volumes 
Search of Search/ 
Search Presence 
(Findability) 
Inbound Links 
Referring Domains 


Page Engagement 
Rate (Bounce, page 
per visit) 
Shares by Users 
PostRank Score 
Comments and Site 
Interactions 


Lead Sign-up and 
Conversion Rate by 
Engagement Tool 
Subscription to 
Email or RSS 


Active Customer % (site 
and email active) 
Conversion to Fan or 
Follower 

% Social Interactions with 
content such as Fan page 
comments 

Repeat Conversion Rate 
Email open CTR 


COMMERCIAL 

MEASURES 


Cost per Click and 
Cost per Sale 
Brand Awareness 


Goal Value per Visit 
Online Lead Contribu¬ 
tion ($, % of total) 
Cost per Lead 
Customer Satisfaction 


Conversion Rate to Sale 
Channel Conversion Rate 
Online-originated sales, 
revenue, and product 
Average Order Value or 
Cost per Sale 


Retained Sales Growth 
and Volume 
Revenue per Visit 
Revenue per Channel 
and Category 

Lifetime Value of Customer/ 
Loyalty 


If you don’t understand whom you’re marketing to, you won’t know how 
or what to focus on when you attract them to your startup. 

In addition to the many charts and approaches in the chapter, make 
sure you complete the following exercises: 

• Defining Clear Goals 

• SWOT Marketing Analysis 

• Building Your Marketing Strategy Mix 


• Using the Positioning Statement Generator 

• Building a Word of Mouth Campaign 

• Crafting Your Growth Hacking Strategy 

This is just the beginning of how to reach your potential customers. 
In the next chapter, we’ll dive into the sales element of the equation so 
you can bring them “through the funnel” and convert them into paying, 
long-term customers. 


STARTUP MARKETING ALCHEMY 


211 







\ • 15> U-Hii-l i 

iQ.a.'' 

V ffi/' 


•Tee^-, 

Trral 




a 

m 

a 



Sal^s 


CK-r>0 ; 


•A/a> 

•c! 


Original Sketch by Kate Rutter 




































CHAPTER 


We see our customers as invited guests to a party, and we are the hosts. 

It is our joh every day to make every important aspect of the customer 
experience a little hit better. —Jeff Bezos, CEO, Amazon.com 



ROI of Happy Customers 


B ack in 1995, Kevin Plank was captain of the University of Maryland 
football team. He realized a career in the NFL wasn’t in his future, 
but he saw an opportunity. Compression shorts stayed dry during 
practice, so he decided to take that material and make other athletic gear 
that would wick away moisture. After a year in business, he was $40,000 
in debt and broke. Then, he made his first sale to Georgia Tech and a few 
dozen NFL teams followed suit. 

With that first customer, the rest began to fall like dominos because 
he would do whatever it took to get the product in places. He was the 
CEO and Under Armour’s first salesperson. He was willing to do what¬ 
ever it took to get the sale and get the product in the hands of people that 
could influence and grow the brand. According to Kevin, “the equipment 
manager called from Arizona State and asked, ‘Do you guys make this 
for cold weather?’—they didn’t but he knew he could, said ‘Yes’ and then 
drove to the designers house to figure out how to do it.” 


He’s grown the company to a public entity (NYSE: UA) that did $2.3 
billion in revenue last year. And it all started with a great idea, some seed 
capital, and a founder who was passionate about selling and creating 
fans, as well as customers, of his product. 

In this chapter, we’ll talk about sales in your startup and how to build 
a sales engine. We will also discuss the “Get-Keep-Grow” approach to cus¬ 
tomer development and various sales processes and strategies. This in¬ 
cludes Sales (Sa) channel elements like Direct Sales (Dsl), E-Commerce 
(Ecm), and Retail (Ret). 

We will then dig into the essential elements for creating a Voice of 
the Customer program to listen and understand. You’ll also learn how to 
create a positive relationship with everyone who crosses paths with your 
brand by turning them into brand evangelists and rabid fans. Using Sales 
(Sa) elements such as Upselling (Usl) and Promotions (Pmt) helps with 
retention and loyalty. Because in the end, no matter how you market 
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Foundation Experience Growth 


A startup is only a startup when it starts selling its product or service. Startups often stru^e with lead generation or creating the right sales funnel 
that can scale with the company. The importance of sales when starting a startup cannot be denied. 
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SALES (SA) CHANNEL ELEMENTS 


A sales channel is a path In which a startup can sell to Its consumers and through 
which a company or representative completes transactions with consumers. 

Direct ScUes (Dsi) 

Direct selling is the selling of products or services directly to your consumers. This 
commonly occurs through home parties, one-on-one consultations, concierge or 
through a mobile location. 

Lcu^cling Pc^ges (Lnd) 

A landing page is a single page on a website dedicated to a specific promotion or 
deal that the company is offering. 

E-CoMtwerce (Ecm) 

E-commerce refers to commercial transactions conducted on the Internet. Com¬ 
monly, transactions occur on a startup’s personal website or through a third-party 
provider. 

Retail (Ret) 

Retail is the sale of products or services from businesses to consumers from a fixed 
location. 


SALES (SA) CAMPAIGN ELEMENTS 


Sales Campaign elements are activities that companies can use to sell more prod¬ 
ucts or services. These programs can be stand alone or work In conjunction with 
other elements. 

Bundling (Bun) 

Bundling is the act of taking more than one product or service and creating a 
combined package for the consumer. Bundling can occur with a company's own 
products/services, other companies’ producls/services, or a combination of both. 

Test Trial (Ttr) 

A test trial allows for a prospective customer to try your company’s product or 
service for a set duration of time. 

Upselling (UsI) 

Upselling occurs after the customer is within the sales funnel. As the customer 
is about to finalize their transaction, the seller Induces either additional Items, 
upgrades of cument purchases or add-ons that would complement the original 
item being purchased. 


Pr^jmotions (Pmt) 

A sales promotion is a limited time offer to increase sales. A promotion can be direct 
to customer or through channels and partners. 

Samples (Smp) 

Samples are some offerings of your product/senrice to prospective consumers to 
give them enough exposure to your product/service to feel confident enough to 
purchase from you. 

Inside Sales (Ins) 

Inside sales is when the customer comes to you at a fixed location of business or the trans¬ 
action is done remotely. Inside sales are sometimes a hybrid with account management. 

A/B Testing (Abt) 

A/B testing allows for a company to take two versions of a product, service, entity or 
promotion and test them. There is always an A version (the control) and a B version 
(the variation) and typically a startup will only test one item at a time in order to 
measure performance and conversion. 
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your company, you will have only one pinnacle 
KPI to measure against: the ROl of a happy cus¬ 
tomer. 




BUILDING A SALES ENGINE 

At the beginning of a startup, you’ll experience 
your fair share of challenges. But as you deal 
with the challenges, huild the team, and develop 
the product, you’ll start to focus on selling your 
product and getting customers. In the begin¬ 
ning, odds are high you’ll prove the best sales¬ 
person for your product and company. 

As you think through this process, it’s worth 
reviewing one of the most well-known customer 
development processes that comes from seri¬ 
al-entrepreneur Steven Blank. Mr. Blank argues 
that most startups fail from a lack of customer 
development, not product development. 

Once a startup can prove product viability, 
they can start to execute and build their brand. 

But the key, as we’ve discussed previously, re¬ 
mains getting the minimum viable product right 
before you do anything else. After you’ve proven 
your product-market fit using tools like the 
Startup Equation Business Model Canvas out¬ 
lined in Chapter 7, how do you connect it to the next step of selling to po¬ 
tential customers beyond the excited “true believers?” 

The marketing tactics we outlined in Chapter 13 to get, keep, and 
grow your customers definitely come into play at this point. However, 
you can’t forget that selling is a process and will always need your time 
and attention. 




re-validate who you believe is your ideal cus¬ 
tomer. You began this process back in Chap¬ 
ter 7 working on your business model canvas 
as well as in Chapter 10 with proto-personas. 
This helps you: 

• Confirm your customer’s biggest challenges 

• Know where to focus your efforts 

• Know where to look for highly qualified 
prospects 

• Tailor your offerings and messaging to 
solve those exact challenges 

• Convert potential customers more easily 
because they’re a better fit 

• Create an experience that speaks to them 
and their needs 

• Provide more value 

In order to confirm your ideal customer, 
take some of the target audience work from 
previous chapters and dig into the proto¬ 
personas exercise (Chapter 10). The more you 
can identify and relate to each persona, the 
more effectively you can guide them through 
the sales process while building a relationship. 


EXERCISE: Build Your Own Ideal Customer Canvas 

It's time to create your own Ideal Customer Canvas (see Figure 14.3). 
You can create a few ideal customer profiles, but it's best to focus on 
just one so you're not diluting the core, ideal customer profile. Ask 
yourself: 


Know Thy Customer 

In most cases, you’re the best (and probably only) salesperson in the 
company as you start to build your sales engine. The first step is to 


• What are the demographics of my ideal customer? What is their 
income, how many children do they have? 

• What does their daily routine look like? How about at work? 
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• What kinds of objections might they have to using/buying your 
product/soiution? 

• What are the pain pointsoftheir probiem thatcouid besoived 
with your product? 

• What wouid get them excited about your brand or product? 

The Get-Keep-Grow Approach 

Instead of thinking of your selling process as a sales funnel, view it as a 
get-keep-grow funnel. 

"Get" Customers 

“Get” customers falls on the left side of the funnel and references activ¬ 
ities we discussed in Chapter 13 (e.g., earned or paid media) to attract, 
acquire, and activate new customers. Using your passion and product 
knowledge as a launch pad, you can craft a sales strategy that includes 
these key components: 

• Pipeline Building: You must constantly fill the funnel with oppor¬ 
tunities. You’ll need to set up a system to track your leads, accounts, 
contacts, suspects and prospects, forecasts, activities, time manage¬ 
ment, products, and territories. There are many great, weh-hased 
tools out there to find your needs. Search on terms like sales soft¬ 
ware, CRM, and pipeline management to get you started. 

• Trust Selling: At its core, a sale happens between two people. People 
huy from people they trust, not from people they like. Techniques like 
word of mouth (WOM) selling depend on trust selling. According to 
McKinsey, three-quarters of all industries are driven hy WOM, and it 
should dominate your startup sales strategy, even when you’re rely¬ 
ing on the Internet. Other direct trust selling methods include public 
speaking at conferences, customer referrals, user conferences, train¬ 
ing events, and demos. 

• Targeted Selling: Every product has different ideal customers and 
requires a different strategy. Your strategy may require developing a 
personal human connection with the customer, marketing through 
email, or engaging with a social media campaign. You can assume 


that doing a little bit of everything will work, and remember this stuff 
takes time. 

• Sales Targets: You need to start building your success metrics from 
KPIs to track your efforts, including setting sales targets and goals 
associated with hitting key milestones. We’ll dive into sales metrics 
later in the chapter. 

"Keep" Customers 

In this part of the funnel, we continue moving customers through the pro¬ 
cess and focus on what it takes to make them happy and stay with the 
brand, including how to keep customers and grow them for the long term. 

• Communications: You must keep your customers in the loop and en¬ 
gage through all kinds of channels, including things like emails and 
blogs, for example. 

• Events: Connecting with customers one-on-one can be incredible. 
Using events that have a focus and special appeal can help your brand 
awareness while attracting new customers to your brand. 

• Programs: Different programs, like contests, have a limited window, 
but others engage in specific, long-term activities, like loyalty pro¬ 
grams (discussed later in this chapter), that can help with retention 
and create fans of your brand. 

"Grow" Customers 

This is the really huge opportunity that doesn’t get talked about much. 
Growing customers is about retention, but also about having them buy 
more or different things you offer. It also includes how to turn these fans 
into your free marketing and sales machine. 

• Up/Next/Cross Sell: With a great group of customers, you have an 
opportunity to increase how much they buy from you, including 
other applicable products and services. It’s also an opportunity to test 
new product ideas to see what appeals to various customers. 

• Referrals: The best kind of new customer is one who is referred by an 
existing customer. The power of a referral creates trust and usually a 
better customer. Creating referral programs and incentives can build 
your customer base more cost effectively than many other types of 
sales programs. 
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CUSTOMER DEVELOPMENT TEST AND VERIFY PROCESS u. 


Blank recommends starting with the testing of a series of 
hypotheses, particularly with the probiem you are trying to solve for 
the customer and then the product or service concept. Within these 
tests, it is Important to do some discovery once you have a small test 
group. Ask them: 

• What are their top problems? 

• What are they willing to pay to have those problems solved? 

• Do they feel that your product/senrice solves those problems? 

• If so, how much would they pay for your product/service? 

Once they have answered some of these initial questions, you can 
start to dig in a little deeper to see whether or not your 
product/service is truly scalable. 

Opportunity Assessment: 

• How big is the problem/need? 

• How can you modify your product/service to truly meet the needs 
of your early adopters? 

• How can you develop a repeatable sales process? 

When in the feedback loop ask "Why" 5 times In order to get to the 
root cause. An example of this would be: 

• Why did we change the software, so we do not make any money 
anymore? 

• Why didn’t operations get paged? 

• Why didn't the cluster immune system reject the change? 

• Why didn't automated tests go red and stop the line? 

• Why wasn't the engineer trained not to make that mistake? 

When you are able to take corrective action. Blank believes that you 
will be able to get to the root of why something isn’t working within 
your product. Here is a flow of hypotheses and the process that 
Blank recommends that you follow: 


HYPOTHESIS TEST TEST VERIFY 

“PROBLEM” “PRODUCT” 

HYPOTHESIS HYPOTHESIS 



'Data Source: Steve Blank 
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IDEAL CUSTOMER CANVAS 5 



DEMOGRAPHICS 

Are they married? 

What is their annual household income? 
Where do they live? 

How old are they? 

Do they have children? 


DAILY LIFE 

Exercise? If so, how? 

Read? Tangible books or electronic? 
Hobbies? 

Personality type? 

Prefer social gatherings over staying in? 
Passions? 

TV consumption? 

What do they value? 


WORK-RELATED 

Where do they work? Home? Office? 
What is their job title and description? 
What goals would they have? 

What level of seniority do they have? 
Who else Would be involved in the 
decision-making process? 




THE EXPERIENCE 


Whal experience are they looking lor when ijuviMg irom your industry’ 
V/hrft should Uieif soles expeflence !x like lor them’ 

How muci; time would they expect to spend wiilnn this e^nerienee? 



OBJECTIONS 

What objections would they have to buying 
from my brand? 

What solutions can my brand provide for each 
of these objections? 

What would make them switch to our brand 
from a competitor? 



PAIN POINTS 

What problems does their job description usually 
solve for a company? 

What are some of the obstacles that get in the 
way of solving those problems? 

Why would they get excited about my brand? 
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THE CUSTOMER DEVELOPMENT FUNNEL ue 


EARNED OR 
PAID MEDIA 


“GET CUSTOMERS” “GROW CUSTOMERS 



VIRAL LOOP 


•Date Source: Steve Blartk front The Startup Owners Manual © 2012 
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HACKING YOUR SALES PROCESS 


Most of the time, it can seem like all this planning is a waste and to¬ 
tally irrelevant before the ink dries on the whiteboard. A lack of plan¬ 
ning can lead to sales efforts that can irreparably damage and even kill 
your startup. 

Sales is usually the first time there’s direct contact between a po¬ 
tential customer and your startup. It’s critical that you attach significant 
weight to those first conversations. They’re not just about building rela¬ 
tionships, but also about establishing credibility, expertise and, most im¬ 
portantly, an understanding of the customer’s perspective. 

Depending on your business model, you may sell direct to consum¬ 
ers or to other businesses or maybe even both. The general sales process 
looks very similar for both as you move them through the funnel to con¬ 
vert and close them. In both instances, you may use online methods, a 
sales team, or a mix of both. Whatever your methods, it’s critical that you 
define and refine your sales processes to work for your business. 

Finding the Sales Process that is Right for You 

Selling is the lifeline to your business. However, if there’s one weakness 
that we consistently see across startups, it’s the lack of a plan, process, 
and methodology. The other issue is hiring salespeople too early, but 
we’ll get to that later in the chapter. So what exactly do we mean by a 
plan, a process and a methodology? 

The Sales Plan 

From the start of creating your sales plan, you’ll need to pay attention to 
time. When you first start a company, you’re in the street preacher phase 
of trying to persuade customers a product that you’ve worked on day and 
night for months will better meet their needs. While selling focuses on 
delivering revenue, there are usually more leads than there is time. Your 
sales plan can help you manage those leads effectively. 

The Sales Process 

When you achieve product/market fit, your company often ramps revenue 
very fast, and you need to build an organization to deal with the demand 
generation (e.g., marketing), sales discovery, implementation, and after¬ 


sales support. But before you achieve product/market fit, you’re often in 
“consultative sales’’ mode where your objective is to tease out customer 
needs. Your solution may not solve them entirely, so you’ll often have 
to allow open access to your product or integrate it with other solutions. 

Many confuse process with methodology, but for our purposes, a 
process is how a salesperson advances an opportunity from an unquali¬ 
fied lead to a close to a post-sale. Defining this process gives salespeople 
and management a clear understanding of how opportunities are pro¬ 
gressing, what gaps exist, and where potential issues may arise. 

A sales pipeline or funnel is the path in which a person goes from be¬ 
coming aware of your business to becoming a customer. There are many 
potential sales funnels, and it’s rarely one size fits all. However, by fol¬ 
lowing a few simple steps, you can figure out your process. 

1. What do you want as the end result? So many entrepreneurs focus 
on the beginning of the sales process they forget what they’re really 
looking for: loyal customers who are happy to give repeat business. 
That said, you may have a different outcome in mind. Maybe you just 
want email addresses or a person to buy once from you. Either way, 
know what you want at the end and start working backwards to get 
to the beginning. 

2. How would they find you? Now that you’ve identified your target 
and have a general sense of where they’re most likely to be (online 
and offline), it’s time to figure out how to engage in a conversation. 
When you’re engaging at the top of the funnel, two things usually oc¬ 
cur: (1) the customer knows that they have a problem and are look¬ 
ing for a solution or (2) the customer has absolutely no clue that they 
have a specific problem, let alone need your brand as their solution. 
Either way, the top of the funnel becomes an educational opportu¬ 
nity for you to connect with your potential clients. 

3. Where are you sending them? It’s one thing to engage with a poten¬ 
tial customer, but if you don’t have a place to send them for more in¬ 
formation, then it’s a moot point. Depending on the point of entry 
and the desired end result, you can pick the best sales channel. 

4. How can you simplify the funnel? Many times, businesses will be 
caught in the marketing/sales loop. Diagram out all the possible 
sales channels. Have people walk through each process and solicit 
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feedback. What was the experience like? Where were the hang ups? 
Did you want to buy at all? If not, why? What questions did you still 
have? Collect data from your feedback loop and pick the most im¬ 
pactful changes to help you prioritize time and resources. 

5. How do you continue the experience? The customer experience 
truly starts with awareness of your brand. They will decide immedi¬ 
ately whether or not they wish to continue getting to know you. If a 
person decides to become a customer of yours, that’s fantastic. But 
the experience doesn’t end there. Remember to keep in mind what 
you want at the end of the funnel. 

In Steve Blank’s work with startups, he crafted a four-part method 

to create a teachable and reproducible sales process. 

1. KnowYourBANT (Budget, Authority, Needs and Timeframe): 

Understand your customer’s procurement processes, budgeting cy¬ 
cles, decision-making authority, competing interests for time and re¬ 
sources, and key meetings that must take place to approve your sale. 
You need to know if you’re speaking with the person who has the 
authority to approve your deal. You should also have knowledge of 
when people plan to buy. 

2. Handle Customer Objections: If you’re getting objections from the 
customer, it almost always means they’re testing their understanding 
of the product and the deal. You can handle objections by clarifying 
their issue and empathizing with their concerns. It allows you to test 
or soft close with phrases like, “If we were able to resolve this issue, 
would you move forward with the product?” If the answer is no, then 
you have others issues you need to address. 

3. Get To the Top Quickly: Without an insider helping you navigate 
and champion your offering, it can be nearly impossible to close a 
deal and can lead to wasting valuable resources on a deal that might 
not close this quarter—or ever. If you’re selling online, it’s easier be¬ 
cause you’re most likely leveraging inbound marketing techniques 
that we discussed in the previous chapter. If you do get someone 
higher up involved, their support will make it easier to move through 
the organization and get results. 
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4. Prioritize Without Mercy: It’s your job to manage opportunities 
and know which deals are biggest and closest to closing. By prioritiz¬ 
ing, you manage your pipeline efficiently, something that’s hard to 
do when there’s a live deal that’s too small or a big, marquee deal that 
lacks a budget this cycle. We aren’t suggesting you ignore smaller or 
less likely deals. What we do recommend is making the most of your 
available resources (e.g., self-service systems) to service those leads 
without hurting your more promising prospects. 

Your job (and eventually the sales team’s job) is to figure out whether 
the customer has a need, a budget, the resources, and an approval pro¬ 
cess to work with you. If the customer isn’t ready for that final commit¬ 
ment, you can place your prospect in a “marketing funnel” managed by 
non-sales resources. They can stay in touch with potential customers 
through white papers or seminars while your sales people focus on the 
near-term deals and hitting your quarterly targets. 

The Sales Methodology 

In order to leverage the process you’ve created, there should be cer¬ 
tain methods for meeting the stated objectives. Keeping this reality in 
mind, we’ll focus on one method your startup could leverage: the PUC- 
CKA methodology by Mark Suster. Mr. Suster is now an investment part¬ 
ner at Upfront Ventures and built out a standardized process to scale his 
own businesses. His goal was to create a common sales language that his 
teams could use with each other. So why is it called PUCCKA? It stands 
for Pain, Unique Selling Proposition, Compelling Event, Champion, Key 
Players, and Aligned Purchasing Process. Let’s explore these areas in a 
bit more detail:^ 

• Pain is where you identify a business problem your prospect has and 
gain acceptance that there’s a real need for a solution. 

• Unique Selling Proposition or USP is the unique things that your 
product solves. USP answers the “Why buy me?” question in sales. 

• Compelling Event is the thing that forces your prospect to realize 
they need to kick off a project immediately. It also answers “Why buy 
now?”, the final question in sales, which is also the hardest question 
to answer. Often customers will think your product is useful, but they 
don’t have the time, budget, or inclination to adopt your solution 
without a compelling event. 



• Champion refers to the person who drives through the approval to 
give the go-ahead to your product or company. Orders don’t fill out 
themselves. You need somebody who will take a risk on you and guide 
you through the process. A champion is somebody with both influ¬ 
ence and authority. 

• Key Players are the other people involved in the sales process, in¬ 
cluding enemies, technical experts, sponsors, etc. The most telling 
sign of an inexperienced salesperson is that they meet one person 
in an organization that’s nice to them, and they spend all their time 
with this one individual. 

• Aligned Purchasing Process is the act of your customer being ready 
to buy when you’re ready to sell. 

Someone who has a great deal of experience building sales organi¬ 
zations, discovering talent and creating many customer acquisition and 
retention programs is Carlos Diggs. Carlos is currently head of CDA Con¬ 
sulting, a sales and marketing consultancy, and has spent the last 20 
years mastering the concept of why we buy and how companies should 
sell and keep their customers happy. We recently had the opportunity to 
sit down and talk about what startups need to build a sales engine. 

SEQ: What do you think are the top three skills that an entrepreneur needs 
to start the customer acquisition process? 

Diggs: It’s probably the thing that they don’t teach you in school. 1 believe 
that everyone needs to develop some fundamental selling skills. 1 think 
a sales course should be required in everyone’s curriculum. 1 don’t care 
if you’re a scientist, an engineer, an astronaut, whatever. If you have an 
idea, one day you’re going to pitch something and show that you have a 
solution to offer. 

SEQ; When you're engaged with prospective clients who do you qualify 
them? 

Diggs: You need to think about their profile, almost like a dating profile. 
What are the characteristics this company needs to have? If we’re talking 
to business, you need to look at the type of company, and the vertical in¬ 
dustry that they’re in. Look at the revenues and a number of employees. 


If it’s a digital solution, you don’t need to physically be there. Geography 
may not matter, but if you need to focus your marketing dollars, it’s good 
to be try to become the big fish in the little pond. 

Once you get that profile done, and you know who might be a good 
match for it, then it makes sense to have a qualifying set of questions 
you’re going to ask. You go on that qualification call to get to yes or no. 
“Yes, 1 agree. That’s a good assumption. Yes, you’re right. We have that 
pay. Yes, we’re willing to fix it and we need it done yesterday.” Then, find 
out how much they’re willing to pay. 

Getting comfortable with talking money to see if you’re in the ball¬ 
park is key. Figuring out when they’re going to make the decision is key 
and who is going to make the ultimate decision. 

Now, it’s time to get out there. Talk to customers. Learn from your prob¬ 
lem/solution pitches we discussed earlier. Always be listening to the cus¬ 
tomer and take the opportunity to experiment and test how you phrase 
things while learning to read reactions. Remember that sometimes the 
best learning experience may mean losing the deal. You don’t have to win 
nine out of ten times. You can win one out of ten quickly and efficiently 
with a repeatable process. 

EXERCISE: Draft Your Own S.I.M.P.L.E. Voice of the 
Customer (VoC) Program 

1. Create Your BANT: List out the Budget, Authority, Needs and 
Timeframe of the sales campaigns you plan to run. 

2. Define Customer Objections: Write out the objections that a 
customer might have and write out how you will handle them to 
turn them into a sale. 

3. Map Out Your Insiders and Champions: Who are the insiders 
and champions that can help you get to the top quickly/close the 
deals you want? 

4. What is your Pitch?: You need to focus and craft the 30 second 
sales pitch. Write out a few alternatives and read them aloud 
while someone is in the room to test it. 
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Using Sales Campaigns 

Within the sales process in the previous section, we discussed the sales 

funnel and the need to test specific campaigns for effectiveness. Some of 

these elements include: 

• Bundling (Bun): Bundling is when you offer more than one product 
or service within a package. It’s a great way to add more value to an 
offering, as well as a great way to test what people are enticed to buy. 

• Test Trial (Ttr): Sometimes people want to test a brand before pur¬ 
chasing. Much like taking a car for a spin before purchasing it, you 
can set up a test trial for potential customers to try your service for a 
set amount of time before purchasing. Many people do 30-day, risk¬ 
free trials. 

• Upselling (Usl): Once you have someone in your sales funnel and 
they’re ready to purchase, you can upsell. Upselling allows you to of¬ 
fer add-ons to the original intended purchase at an “additional cost.” 

• Promotion (Pmt): A promotion is a sale or series of integrated adver¬ 
tisements for a limited amount of time. Many sales promotions occur 
around a customer’s buying cycle, such as the holiday season or the 
start of the school year. 

• Samples (Smp): Much like the test trial, you can get people to try 
your product or service through a sample. Samples allow for people 
to see (and potentially taste or touch depending on the product) your 
product and get a sense of its quality. 

• Inside Sales (Ins): Inside sales, also known as remote calling, in¬ 
volves selling remotely on the phone or web. These calls are usually 
with individuals who are somewhat familiar with your company. They 
may have downloaded a case study or asked for a quote through your 
website. 

• A/B Testing (Abt): It’s important within your business to test as 
many things as possible and see whether or not they’re working for 
you. A/B testing is a simple way to test changes to a website, product, 
landing page, or copy to determine which ones produce positive 
results. 
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EXERCISE: Design Your Initial Sales Campaign 

To prepare your sales team for a sales campaign, complete the fol¬ 
lowing steps: 

1. Set a specific goal. Know what you want the result of this cam¬ 
paign to be. 

2. Define a feeling. Decide what you want a person to feel during 
your sales campaign. Work out what you would like them to feel 
as you keep your goal in mind. Then, remember to carry that feel¬ 
ing throughout the entire campaign. 

3. Decide on your initial campaigns. Unless you've run a campaign 
before, we recommend testing one thing at a time to see what 
works for your business. 

4. Define a clear message. No matter the campaign, make the mes¬ 
saging clear and remember to always lead with the benefit to the 
customer. 

5. Define a call to action. Be very careful to avoid more than one 
call to action, otherwise the potential customer can be confused. 
You have one goal for this campaign, so align your CTAs with 
that goal. 


Running a sales campaign is not an easy thing. It takes a lot of time 
and testing to get in the right groove. That’s why starting with a small 
beta testing group is the best way to roll anything out. Again, let them be 
your guinea pigs and please remember to reward them for it! 

MAVERICKS, JOURNEYMEN, 
SUPERSTARS AND TROUBLE 

while it’s true you’re probably the best person to sell at your startup, 
you’re going to be busy doing a million other things. You need people 
dedicated to the job, and not every salesperson is right for a startup. 

Salespeople are divided into two general categories: the hunters and 
the farmers. The hunters are your pipeline fillers and deal closers. They 
get the new customers, close the deal, and move on to the next one. It’s all 
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The Inbound Marketing Funnel Is a model that provides a simple structure for 
understanding the selling process against the primary stages of buyer activity. 
You can use this as a resource for framing your approach when developing 
sales and marketing strategy to reach target consumers. 

EXPLORE 

Share your content across networks, sites, and channels and allow others 
to share your content as well. This draws people to you and gives them the 
ability to discover who you are. \ 

Key Measures: Fans/Followers. Visitors, Inbound Links ^ 

DECIDE I 

Use your content to solve a potential buyer's problems by showing them | 

what you are capable of. Keep your content up-to-date and relevant to . 

those who are seeking IL 

I 

Key Measures; Time on Site, Shares/Comments. Lead/Lead Conversions | 

PURCHASE ' 

Invest in your marketing capabilities by automating some of your content 
processes such as emailing media that shows relevance. You can use I 

these efforts to cultivate repeat customers. \ 

Key Measures; Orders, Revenue, Average Order, Value ' 

ADVOCATE I 

Turn your happy customers into your brand and content advocates through / 

social media arid marketing channels to build referrals and new sales. Use ^ 
this as a method of social proofing your business 

Key Measures: Repeat Purchase. Referral 


'Data Source: First 10, Smart Insights, and DemandResults 
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STAGES OF BUYER AaiVITY 















about the kill and close. These salespeople are key in the beginning, espe¬ 
cially as you try to grow your customer hase. But they’re terrible when it 
comes to maintaining the customer. This is where the farmers come in. 

Farmers harvest and grow the customer relationship. They develop 
the trusted relationship and grow the size of the account. They answer 
the calls at 2 a.m. because they know how to talk a customer off a ledge 
and keep them for life. You need these people, too, but when you’re first 
starting out, you need the hunter first, and then the farmers about six 
months later when you’ve secured the relationship and can hand it off 
for the long term. 

Here are 11 things a salesperson in a startup needs to have:^ 

1. Be willing to learn something new every day 

2. Have the desire to make a real difference 

3. Inspire everyone you speak with 

4. Resist the urge to sell—be helpful instead 

5. Connect with the right people 

6. Embrace and be comfortable with change 

7. Take a consultative approach 

8. Differentiate from the pack 

9. Have tough negotiation chops 

10. Ditch the 9-to-5 work routine 

11. Tell great stories 

Mark Suster, a VC and author of the “Both Sides of Table Blog,” 
breaks down another method for building a team, including the different 
types of salespeople in today’s startups. He started with a tried and true 
four-quadrant matrix. 

On the x-axis falls the scale of someone’s innate talent for selling. 
Natural salespeople appear to be born with it, and it’s a skill that can’t 
always be taught. On the y-axis is the scale of process. Process can be 
taught, and only with experience and focus can someone be process 
driven. From that scale he defines four types: Journeyman, Maverick, 
Superstar, and Trouble.^ 
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Wait for The Journeyman 

The Journeyman learned the trade from another person. They’re similar 
to the farmers Steve mentioned earlier. According to Mr. Suster: 

They are hugely process driven. These people take directions well 
from a sales manager on how to approach sales campaigns. . . . 
They're organized and methodical. They're great at orchestrating your 
company to deliver product demos. They know how to walk a deal 
from business owner, through IT, through procurement, and through 
legal to get a closed order. They are the LIFEBLOOD of sales organi¬ 
zations because they're plentiful and deliver great value relative to 
their costs. 

They tend to fall short in two areas: (1) they don’t tend to make 
great heads of sales departments, and (2) they aren’t the people you want 
early in your company. 

Don't Let Mavericks Crash Your Jet 

In sales, the Mavericks are the complete opposite of Journeymen. Mr. 
Suster says, “Mavericks are by definition bad at following rules and bad 
at process.” He goes on to add, “They can get access to senior executives 
and champion a sales campaign from the top. . . . They’re chaotic by na¬ 
ture. But in the end they know how to put the big wins on the board. They 
can smell the person who holds the purse strings in a company and how 
to gain access to them.” Mavericks do work well in early-stage companies 
and are probably your best bet for you first hire or two. 

The Rarity of Superstars 

A rare bird. Superstars have it all—an innate ability to sell, a desire for 
structure, and focused on process. Mr. Suster describes them as “[get¬ 
ting] all the benefits of a maverick but with more reliability and predict¬ 
ability. You also get somebody who can work well with leverage. They’re 
able to manage and therefore harness the power of many journeymen to 
consistently deliver your sales numbers.” These people are also the worst 
first hires to make in your startup. 



Trouble is Well, JustTrouble 


There is not much to say about this type. Trouble types can sell, but they 
aren’t process driven and don’t have the innate ability to sell ice to Eski¬ 
mos. They’re invariably a bad hire. 

The bottom line if you’re starting a company: Find a proven Mav¬ 
erick looking to make a big impact, then maybe hire another one. Soon, 
you’ll need a Journeyman or two to manage the flow of business. After 
things take off, then you can bring in your Superstar. 


The Art of Happy Customers 

Every customer relationship comes with a value. It’s often referred to 
as relationship capital. It can work for you or against you; depending on 
how much emphasis you put on building relationships. Here are a few 
examples: 

• When you have unclear messaging, then you may be hurting your 
relationship capital and failing to attract the right target audience. 

• When a customer has a crappy service experience with your brand, 
it dramatically hurts your relationship capital. 

• When you violate a customer’s trust by not delivering what you 
promised, then it really diminishes your relationship capital with 
that person. 

It’s safe to say that keeping customers happy is one of the hard¬ 
est things you’ll do in business, but where does customer service begin? 
Some argue that it’s after the transaction. We strongly disagree with that 
approach. The art of creating happy customers begins with the first time 
a potential customer interacts with your brand. 

Back in Chapter 10, we discussed customer experience and journey 
maps. Journey maps chart the interactions or “touch points” that a cus¬ 
tomer will have with your company. It doesn’t matter if they And you 
online or meet you at a networking event. The first encounter is more im¬ 
portant than any encounter that follows it. 

But why does that first encounter matter so much? It’s because 
you’re fostering a relationship with a potential customer and the way you 
foster that relationship remains a crucial part of any successful business. 


You should note the graphic “The Art of Happy Customers” and our ten 
point for creating happy customers. Because even after the first sale they 
need to stay happy for the long term for new opportunities (up/next/ 
cross selling and referrals) that will help scale your business effectively. 

It’s also important to remember that at any moment, unhappy cus¬ 
tomers can share their opinions and negatively affect your business be¬ 
fore you have a chance to react. Developing rapport and trust before 
someone becomes your customer will help you stay ahead of the game. 
But what will truly help is creating a customer-focused culture. One of 
the best ways is to create a voice of the customer program. 


The S.I.M.P.LE. Voice of the Customer Program 

Voice of the Customer (VoC) is a term that describes your customer’s 
feedback about their experiences with and expectations for your products 
or services. Perhaps you’ve been in business for a while, have a product/ 
service that people will buy, and you’re willing to scale. The voice of the 
customer is best heard as an ongoing conversation. The key to creating an 
effective VoC program is to gather and use information in a timely way 
that helps you to improve. 

Characteristics of the Best VoC Programs 

• Connect multiple types of feedback across data channels 

• Provide automatic collaboration across functional departments 

• Incorporate the voice of the employee 

• Leverage dashboards and reports that integrate and display infor¬ 
mation from multiple customer voices regardless of source, survey 
or time 

• Deliver clear ROI and business results 

• Once you have a customer, you have someone who believes in you. 
Broaden that relationship by helping to solving important and mean¬ 
ingful problems. Listen to their issues and help educate them on how 
you can help them solve those problems. It will help to build up the 
trust that your customers have in you. 
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THE ART OF HAPPY CUSTOMERS .4 s 


Happy customers are important at every step of the sales path. These simple pointers 
will help you be aware of the core skills necessary for making sales to your clients. 



LISTEN 

Listen to what you customers have to say 
and be attentive. Ask them return questions 
and summarize their responses to make sure 
you understand. 


BE POSITIVE 

■■i Always use positive language in your conversations, 
even if the situation is not so. Positive language 
boosts confidence, can be motivating, and can be 
persuasive in your dealings with customers. 



GOOD COMMUNICAITON SKILLS 

Use strong communication skills to know when 
to speak, listen, and respond to your custom¬ 
ers. It will make the process simpler and 
improve the experience for you and them. 



HONESTY IS THE BEST POLICY 

Being honest and open builds trust and 
empathy with your client and shows them that 
you believe in ensuring their satisfaction. 



TINE MANAGEMENT 

Maintaining good time management skills 
ensures you are providing your customers with 
enough time while also not wasting their time 
or falling behind on other callers. 

KNOW THE ORGANIZATION 

When you know the people around you and 
throughout the organization they can help you on 
more complex issues and tasks that need solving. 



BE THE EXPERT 

Knowing your business and your market is 
import for your client as it builds their confidence 
in you. Be sure to know the products and 
services you are selling to clients and how they 
might be used in different situations. 



NEGOTIATE 

Be adaptive and willing to find compromises with 
your customers that are mutually beneficial. The 
ability to negotiate will create more opportunities 
and win-win results that are essential for a 
business. 



HAVE CONFIDENCE 

When you sound and act confident to your 
customers, you will have a greater ability to 
convince clients to purchase. 



CLOSE THE DEAL 

Knowing when and how to close a deal or 
arrive at a solution is essential to ensuring 
happy customers and will help not waste 
their time or yours. 


•Date Source: Introhive Relationships Matter Study, lnc.com, MarketingSherpa, F 0 rt 3 es.com, Business.com 


228 


THE STARTUP EQUATION 






OLVE 

MPORTANT 

EANINGFUL 

ROBLEMS 

ISTENING 

DUCATION 


No Matter Where You Are, You Can Start Now 

Will Carter of CRN Magazine states wherever you are in your VoC jour 
ney, if any of these issues sound familiar, here are three recommenda 
tions for how you can jump-start your program: 

1. Begin with the business decisions. Why do you have a VoC pro¬ 
gram? What business decisions will the voice of your customer in¬ 
form and influence? If you start with these decisions, you can focus 
on collecting the right data and performing the necessary analyses, 
thus limiting information overload. Starting with the business deci¬ 
sions also creates a compelling business case for your organization’s 
stakeholders, to justify your resource requests and to elicit execu¬ 
tive-level support. 

2. Align your VoC efforts to the customer journey. Well-crafted VoC 
programs are designed around the most important aspects of the 


customer journey. Identify the leverage points that allow you to 
foster customer loyalty and create customer value. Understand the 
barriers in the customer journey where you lose loyalty and destroy 
value. Focus your VoC program in those areas. 

3. Integrate your VoC program across your organization. VoC pro¬ 
grams should not serve the needs of just one department or func¬ 
tional area. These efforts must be integrated across your marketing, 
sales and operations teams so that everyone knows how they can 
benefit from customer insights. While it won’t be a quick process to 
get your entire organization to care about VoC, here are a few ideas 
to kick-start this process. 


EXERCISE: Draft Your Own S.I.M.P.L.E. Voice of the 
Customer (VoC) Program 

As you build out your sales engine you'll want to outline your own 
S.I.M.P.L.E. VoC program. Here are three things you need to complete 
in this exercise: 

1. What are the top three meaningful problems you will solve? 

2. What five insights do you want to measure and what tools will 
you use? 

3. How will you let your customer know that you are listening and 
what activities will you and your VoC teams (e.g., sales, customer 
service) 


CREATING LOYALTY WITH 
BRAND EVANGELISTS AND RAVING FANS 

So much in startup advice and theory is focused on the marketing side 
and getting the customer. It’s true that these initial customers are your 
proving ground, your validation, and your key to the next level. How¬ 
ever, that’s just half of it. Once you get them bought into your vision and 
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using your product, you need to keep them and keep them loyal. And 
we’re talking beyond loyal, like true brand evangelists. 


Building Brand Evangelists 

Customers buy things. Brand evangelists preach the things that they 
have bought. . . for free. So, what do we mean when we say brand evan¬ 
gelist? They’re very satisfied customers, who love to sing your praises. 
These people go beyond the customer role of just buying your product 
and make sure that everyone they know knows your product is the best. 

The Temkin Group reports that brand evangelists are 5.2 times 
more likely to purchase from a company and are 5.8 times more likely 
to forgive a mistake made by the brand. In this era of customization and 
personalization, people truly rely on the brands that their friends and 
families trust and rely on. Wouldn’t you rather be one of those brands 
than one they criticize? On the following page we outline a general ap¬ 
proach to a stellar buying experience for a growing startup. It tracks 
concepts along two tracks: (1) customer engagement and (2) order ful¬ 
fillment. Your customers need to feel supported and engaged every step 
of the way. 

In order to build up evangelism, you need to give people reasons to 
evangelize for your startup: 

• Create a place for your community to connect. People want to know 
that they are not the only one that likes your startup. Give customers 
a place where they can connect with one another and organically grow 
the community. One company who does this well is Spiceworks. They 
deliver a solid, reliable product, and provide a platform for people to 
ask each other questions, hold lively discussions and even have 
customer-initiated gatherings. Could you create a similar platform? 

• Acknowledge your brand evangelists: Evangelists aren’t doing it for 
the money. They’re doing it because they love your company and be¬ 
lieve in your products. So you reward them by acknowledging them. 
Highlight them and thank them. It validates their love for you and 
motivates them to promote you more. 
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• Pay attention to criticisms. Evangelists will tell you what you’re 
screwing up, but then they’ll help you fix it. While other custom¬ 
ers might blog, “You suck,’’ an evangelist will say, “Company X got it 
wrong, but here’s what they should have done.’’ Don’t overlook their 
suggestions. 


Making Everyone Raving Fans 

When it comes down to it, you’re in business because of people and the 
only way to get to know these people is to spend time with them and 
build relationships. Here are three components that can support your 
customer relationships. 

1. Personalize: People want to feel like they’re your only customer. 

Find multiple touch points within your relationship to personalize 
the experience for them. It will take a little more effort, but it will go 
a long way. 

2. Reciprocity: Reciprocity is the practice of exchanging things with 
others for mutual benefit. It’s been studied since the days of Aris¬ 
totle. Our brains need to know that a transaction or an interaction 
has been done fairly or through a “fair exchange.” Reciprocity has an 
amazing effect on customer service and customer relationships. 

3. Everyone’s a VIP: Everyone wants to know they matter. Sometimes 
just responding to their question can make a huge difference. People 
are willing to spend more with a business that they feel treats them 
with the respect they need and deserve. Plus, loyal customers will 
spend more with a company who sticks by them. 

Creating a Loyalty Program that Rocks 

You can create loyalty programs that allow for customers to rank against 
each other, redeem for rewards, or just have bragging rights and a way to 
tell others about how awesome your startup is to them. Here are things 
you can do: 

• Keep it elite. If you keep participation limited to those customers 
who are the most loyal, send these invitations to a select few. It will 
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*Data Source: Introhive Relationships Matter Study, tnc.com, MarketingSherpa, Forbes.com, Business.com 
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create a more valuable membership while creating buzz and excite¬ 
ment around your brand. 

• Provide membership cards or numbers. You probably have a ton 
of these connected to your keychain or as phone apps. Membership 
cards and numbers can be a major influence on customers’ behavior. 
Create a real or virtual membership card that customers can use to 
track their purchases and work their way up to a discount. After all, 
if they know it will take just two more purchases at your business to 
earn their reward, why would they go to your competitor? 

• Regularly Communicate. Set up channels like a private social media 
group or an email newsletter to communicate with loyalty program 
members so they feel like they’re part of an elite group. These com¬ 
munications should be filled with useful content, descriptions of new 
products, and special offers. 


EXERCISE: Outline Your Brand Evangelist Program 

As you build your sales engine, you'll gain steam (pun intended) and ac¬ 
quire customers. It's important to identify those early influencers and 
invite them to become brand evangelists so you can empower and re¬ 
ward them. You can create an outline of your program using the fol¬ 
lowing components: 

• Spaces: Create a place or space to communicate with them (email, 
social group) 

• Ideas: Generate 2-3 Loyalty Program Ideas to use initially with 
them and then roll out to everyone as you create new incentives 
for the brand evangelists to keep it fresh and special. 

• Recogntion: Come up with 2-3 ways to recognize them and person¬ 
alize the appreciation 

Interview 

Someone who knows what it is like to build a sales engine from the 
ground up is co-founder of RadianS, Chris Ramsay. We had a chance to 
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chat with him about where to begin and scaling the machine. Here is 
what he had to say: 

SEQ: Where did you first start as an entrepreneur? 

Ramsey: I fall into the category of someone who didn’t necessarily set 
out to be an entrepreneur. I went to work for a company in Ottawa called 
Fulcrum Technologies, came in writing code, ended up in product man¬ 
agement. After they were acquired, I got a call out of the blue from a little 
company in Vancouver called NCompass Labs. 

The product wasn’t to market yet and the call was, “Hey, why don’t 
you come out? We don’t have anyone who has ever done this before in 
terms of getting product to market and we’d love for you to come out 
bere.” The stars aligned and I ended up out there. That was really my first 
entrepreneurial experience. Even though I wasn’t the entrepreneur, but 
it was my first say startup experience. 

We built that over three years, did great, sold it to Microsoft, ended 
up moving to Redmond and becoming a global product manager for our 
NCompass Labs Product at Microsoft wbicb became Microsoft Content 
Management Server now prior to SharePoint. I spent a couple of years 
down there and at that time my wife and I were trying to figure out how 
to get back East and live in Fredericton. The path back ended up being 
a good friend of mine in Vancouver. He’d just become a COO of a small 
little start up there called Axonwave. There might have been 20 people 
at that time and again he was like, “Look, we need someone who knows 
how to get stuff very, very early stage to market. We know you know who 
we’re going to sell this cool technology to and why. We need someone 
who can start there.” 

We did some great things with that one, but we missed a couple of 
elements of figuring out the go-to-market plan. We ended up shutting 
that one down, and I find myself for the first time in my life unemployed. 

I start talking to a lot of people around Fredericton and one of the 
guys I bumped into is Chris Newton and another guy bumped into was 
this guy by the name of Gerry Pond who is the CEO of the Telco here for 
like 20 or 30 years and very entrepreneurial and an angel investor, and 
Newton and I just started going to Tim Horton’s every day, I know it’s cli¬ 
che, but we started meeting at a coffee shop every day and 30 days later 



Gerry Pond called us both into his office and said, “All right, I’m going to 
fund you guys, we’re going to start this thing up.” And that was May 2006 
and that’s the day we started Radian6. 

SEQ: What was the first hire that really focused 100% 
on account growth? 

Ramsey: Once we get the first handful of customers, we already had the 
name of Rich Mclnnis. It was a tricky profile. You’re hiring someone not 
to carry a month-to-month quota, but someone who can think out of the 
hox and has a good feel for what’s happening in the market. 

Rich fit that mold. He was a salesperson for another company when 
we hired him, hut he was more than just your template salesperson. He 
would literally be on the phone dialing every day, doing his thing. And 
every day, he’d spend a half hour telling us about what he’d heard on his 
calls the day before. We would literally alter the product, the position¬ 
ing, and the strategy based on what we heard from the first guy we hired. 
I think that’s critical to have someone who thinks like an entrepreneur 
while doing the sales. 


GETTING READY . . . 


Customers are your company’s reason for being, and the ability to com¬ 
municate your value to them will help you build a sales engine that goes 
beyond those initial customers who tested and validated your product. 
You’ll build out this sales engine by defining your ideal customers and 
using the Get-Keep-Grow method to create a valuable sales funnel that 
hopefully makes them customers for life. 

To get ready to build your own custom Startup Equation Board, make 
sure you review and complete the following exercises in this chapter: 

• Build Your Own Ideal Customer Canvas 

• Design Your Initial Sales Campaign 

• Draft Your Own S.I.M.P.L.E. Voice of the Customer (VoC) Program 

• Outline Your Brand Evangelist Program 
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CHAPTER 


Startups don’t fail because they lack a product, they fail because 
they lack customers and a profitable business model. 

—Steve Blank 



Scaling to New Heights 


W hen Steve was working on taking his startup Slipstream from 
a smaller product to a larger platform for a global marketplace 
he had to quickly learn about scaling a software company. It was 
a new term to him in the sense of startups. This company was his sec¬ 
ond startup, and the first one was services based and was “scaled” based 
on project backlog and billability. When you hear the term scaling, what 
comes to mind? Creating a billion dollar enterprise? Getting processes in 
place so the company can run itself? Having enough people you trust so 
that you can go on a vacation? These were all things running through his 
head and various answers from people he asked for advice. Even his fa¬ 
ther, a long-time entrepreneur, gave the answer “If you can’t go on vaca¬ 
tion without things coming to a halt, you really haven’t built a company.” 
The truth is that it’s all of the above and depends on the kind of company 
you’re building. 


For startups, scaling in general is intended to happen after the fol¬ 
lowing has occurred—gather a team, decide what you want to build, ship 
vl.O of your product, raise money and demonstrate that people want 
your product. 

Some define a startup as an organization formed to search for a re¬ 
peatable and scalable business model. Many of the things we discuss in 
this chapter focus on scaling potential for high-growth organizations 
(i.e., firms that have a scalable business model) versus the more clas¬ 
sic definition of a startup. The traditional startup implies we’re talking 
about a business created less than five years ago. Many promising, 
buzz-worthy startups achieve these milestones but never scale. 

We see scaling elements separated into two sub-groups —Program 
and Measure. On the following pages you will see how Program elements 
like Reinvestment (Rei), Diversification (Div) and Expansion (Epn) set 
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Foundation Experience 6rowth 


As your business grows, the desire to scale will become more important. Scaling is to not only grow the business but to create leverage and effi¬ 
ciencies that create economies of scale. There are different levels of scale depending on the kind of startup you want to build. However, there are 
common elements that all companies must leverage and they are separated into two groups: Program and Measure. 
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SCALE (SC) PROGRAM ELEMENTS 


To create economies of scale there must be specific programs put in place to create 
the leverage necessary to dominate your competitors. 

Risk Assessment (R^) 

Evaluate your ability to scale from multiple dimensions (e.g., financial, customers) 
to see if they can support an expanded, scaled effort. 

Reinvestment (Rei) 

Review your resources and assess a reinvestment while looking for more investment 
from the outside to help you meet scaling goals. 

Diversification (DIv) 

As you scale, you'll need a strategy to diversify your offering to appeal to a broader 
customer group, verticals, or geographies. Resource diversification extends your 
reach and may offer another potential scaling strategy. 

Streamline (Str) 

Even as you diversify your markets and reinvest resources, you'll need to be more 
lean and focused than ever. This means streamlining your processes and under¬ 
standing the efficiencies and inefficiencies to maximize your growth engine. 


SCALE (SC) MEASURE ELEMENTS 


To measure the success of your scaling efforts, you must have systems In place to 
measure and report to all levels of the organization. 

Dashboards(Dsh) 

From defining KPIs to using analytic tools to collect and measure, most, if not all 
businessess will need to report and view this Information. Dashboards provide the 
visualization of this Information In ways that are easy to use and support taking 
action. 

KPIs (Kpi) 

Key Performance Indicators, or KPIs, help you measure your company’s perfor¬ 
mance. They will come from a number of different places (i.e.. financial, marketing, 
sales, technology) and be used in combination to measure various things. 

Analytics (Ana) 

Knowing your KPIs will allow you to use various systems to collect specific data and 
analyze It for relevancy, including potential relationships and connections, to inform 
new insights in your company's activities. 


Expansion (Epn) 

With scale comes a desire to expand. Expansion is fueled by scale and vice versa. 
Expansion can be partnered with diversification since a company in a scaling model 
will expand to new markets, verticals, and geographies. 

Recruit (Rec) 

Scaling requires more resources and means putting In place a great recruiting 
engine to find talent, train people, and get them contributing to the scaling engine 
as quickly as possible. 
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the groundwork for creating economies of scale. We will also explore the 
concept of measurement were key systems such as Dashboards (Dsh), 
Key Performance Indicators (Kpi) and Analytics (Ana) must he in place 
to track the success of the programs and overall health of the company 
as it scales. 


SCALING THE ELEMENTS 

when planning to scale, the basic rule is to raise enough money to help 
the company hit a set of milestones that puts it in good shape to raise 
money at a higher valuation during subsequent rounds of financing and 
stages of growth. So, as you think about scaling your business, start with 
a ground-up analysis. How many people do you need to hire? How much 
do you need to pay them? How do you create a stellar customer experi¬ 
ence? How many months will you need to get the product to market? 

Another force at work is the unpredictability inherent to startup 
life. Everything costs more and takes longer than you think. The busi¬ 
ness you start with is often not what you end up launching. Even after 
the launch, many startups pivot to better meet the demands and needs 
of their customers. How do you deal with this? You plan and plan and 
plan again. Then, when you’re confident about the amount of money 
you’ll need to get to the next level, you add approximately 25%. Why? 
Companies historically always need about 25% more capital than they 
estimated initially. 

At the most basic level, scaling involves: 

• Making sure your product can operate at scale. You need to build 
the technical foundation for your product to operate at scale. This can 
involve setting up new servers to handle high traffic, establishing a 
smooth bug fix and product development pipeline, and building the 
backbone infrastructure (e.g., monitoring, testing, backups) of your 
website. Your infrastructure may require systems to support billing 
and invoicing, recovery of money owed by partners and customers, or 
industrialized frameworks for A/B testing your front-end. 

• Marketing your product at scale. This involves figuring out how to 
market your product at scale, so plan to add users who are people in 
the real world, not just early adopters. It will also include building and 
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honing a repeatable customer process, understanding a sales process 
or conversion funnel, onboarding and supporting a customer, and 
ongoing CRM activities. 

• Designing your product for scale. Optimize your product for (1) 
revenue and (2) the wide variety of use cases that you never imagined 
might exist when you shipped vl.O of your product. 

• Building your team for scale. You’ll need to grow your number of 
employees significantly, but ensure you have competent management 
and established organizational routines to help drive your company 
forward. 

You will always want to do a Risk Assessment (Ras) to understand 
your options and paths to scaling. You’ll evaluate your ability to scale 
from multiple dimensions (e.g., financial, customers) so it can support 
your scaling efforts. A Risk Assessment (Ras) uses a scoring system with 
various criteria such as: 

• Business Risk Criteria: Feasibility, Investment Costs, Payback and 
Profitability 

• Market Acceptance Criteria: Compatibility, Need, Promotion, 
Distribution 

• Competitive Criteria: Appearance, Price, Existing and New 
Competition 

• Demand Analysis Criteria: Potential Market and Sales, Trend and 
Stability to Demand, Product Life Cycle and Potential 

• Experience and Strategy Criteria: Tech Transfer, New Venture, 
Various Experience, Market Attractiveness 

The idea is that once you’ve completed your risk assessment, the op¬ 
portunities become a bit clearer. These options include Reinvestment 
(Rei), Diversification (Div), Streamlining (Str), Recruiting (Rec), and 
Expansion (Epn). 

As a startup, you don’t have endless resources. With Reinvestment 
(Rei), you can evaluate your existing resources and gain a better under¬ 
standing of the additional investment you need to scale your business. 
As you scale, you’ll need to create a diversification strategy to appeal to 
a broader customer group, verticals, or geographies. Diversification 



(Div) of your resources helps extend your reach and support your scaling 
strategy. 

Even as you diversify and reinvest, you’ll need to be more lean and 
focused. You’ll need to Streamline (Str) your processes and understand 
the efficiencies and inefficiencies in your business to maximize your 
growth engine. With the desire to scale comes the desire to expand. As a 
result, Expansion (Epn) fuels scale. Expansion can be partnered with di¬ 
versification to support your company’s scaling into new markets, verti¬ 
cals, and geographies. With expansion and diversification, your scaling 
efforts will require more resources. You’ll need to Recruit (Rec) and build 
a system for finding talent, training people, and getting them involved in 
scaling the company as fast as possible. 

Scaling ensures your company can survive and thrive to compete 
and beat the big competitors. It can require raising an appropriate 
amount of capital to support the almost inevitable cash-flow need that a 
scaling strategy requires. It’s also the period that you take your company 
from cash-flow negative to cash-flow positive. 


EXERCISE: Drafta Scaling Strategy 

In order to prepare your startup to scale, here is an exercise that 
comes from the Forbes article - "Four Things to Consider When Scal¬ 
ing Your Startup."' Use our version to draft an initial scaling strategy. 

1. Grow your company without growing your staff exponentially. 

Many companies require more people In order to scale their 
needs.The goal Is to hire exactly what you need, no more, no less. 
It also means spending money on the best people like we dis¬ 
cussed in Chapter 9 when we talked about hiring the A-Team. You 
need to Recruit (Rec) people who will keep a steady hand on the 
wheel during situations where other companies might collapse 
under the weight and speed of growth. The best people may feel 
expensive at first, but a team of great people can control the le¬ 
vers of growth so your company doesn't drive off a cliff. 

2. Automate what can be automated to serve 10x the customers. 

If we were building a scalable company, we'd automate as much 


as possible.This means using Streamlining (Str) tactics to use less 
people, but with the people you do have you can focus on the 
things that really need personal attention to grow the business.The 
automation approach can allow you to serve 200 , 000 - 1 - users with 
a staff of twelve, versus twenty clients with a staff of twelve. Before 
doing so, determine how this impacts your key resources (i.e., staff, 
leadership team, infrastructure) and what needs expansion (see #1). 
This should also Include setting up great systems first. 

3. Estimate the shift from outbound to inbound marketing. When 
working on marketing and sales, part of the strategy Is to use In¬ 
bound marketing to test and find the right fit. Not every com¬ 
pany can afford to have a separate outbound sales team because 
of the large costs involved. In many cases, they may never need 
them. Instead, think about how to use Reinvestment (Rei) and 
Diversification (Div) tactics to bring customers to you rather 
than chasing after them. For example, having a small but ded¬ 
icated content marketing team is turning out to be way more 
cost-effective than spending money on advertising. 

4. Evaluate all kinds of Expansion (Epn) strategies, including fran¬ 
chising. Most of the discussion on scaling a startup revolves around 
growing the company's organization and operations. One option 
includes franchising to expand and scale the business. Let's say your 
startup is a successful retail shop or food truck In a big city. You get 
lots of great press and have loyal customers, but opening shops 
around town might be too difficult. However, If you focus on your 
idea/model/brand — and on packaging the best parts of what's 
working for you — and offer them to aspiring entrepreneurs, you 
will make a percentage of the sales without managing the staff it 
takes to run them. If you think about scaling from the outset, you'll 
be more likely to grow your company without huge hiccups. 


THE 3 Ms OF SCALING 


After many years of advising startups, we’ve seen the evolution of met¬ 
rics, KPIs, and dashboards and how they’ve helped founders measure 
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THE 3N’s OF SCALING 3 



Channels 

Markets 


MILESTONES 

The term milestones gets tossed around quite a bit, usually 
when your business goes looking for an investment. 
However, as we mentioned earlier, there’s no one metric or 
milestone that fits everyone. So what milestones offer a good 
starting point? 


FNANCALS 


BUSINESS MODEL 


TEAM 


Salaries 

Culture 

Turnover 


PRODUa 


CUSTOMER 


Clicks 

Views 

Conversion 

Happiness 

Loyalty 

Referrals 


Activation 

Engagement 

Functionality 

Channels 

Platform 


Revenue 
Cashflow 
Burn Rate 
Receivables 
Run Rate 


Your startup will come with many availabie metrics to track, 
but you need to pick one core metric to optimize. We 
encourage you to research and test which metrics work for 
you. We could have written a whole book on startup metrics, 
so when you are ready to dive deeper, pick up a copy of 
Lean Analytics by Alistair Croll and Benjamin Yoskovitz and 
Startup Metrics by Brad Feld. 


METRICS 
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MEASUREMENT 

The measurement aspect comes through (1) Analytics (Ana) and (2) 
Dashboards (Dsh). There are many tools you can use to measure, but 
Google Analytics is by far the easiest one to use at the beginning. Long 
term, it will depend on what you need to measure, and you may need to 
build your own tools eventually. 


ANALYTICS 


DASHBOARDS 



When we refer to analytics, 
we’re talking about the tools 
used to collect the metrics. 



You’ll present those 
metrics in a useful format 
with dashboards. 
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their success. Once they reach a milestone, then they receive the next 
round of funding. Investors, hoth hig and small, have become more so¬ 
phisticated, and they want to see results (e.g., hitting your numbers) so 
they can invest more wisely. We call this process the 3M’s of Scaling: Mile¬ 
stones, Metrics, and Measurement. 

Dimensions of the SIVls 

First, your 3Ms may not look like anyone else’s. Your business is com¬ 
pletely different from every other business, and with some research, you 
can identify the best practices that fit your business. From the physical to 
the digital, there are metrics of all kinds that can be measured. 

Milestones 

The term gets tossed around a lot. Milestones are an action or event 
marking a significant change or stage in development. They usually are 
used in discussion when your business goes looking for an investment. As 
we mentioned earlier, there’s no one metric or milestone that fits every¬ 
one. What milestones offer a good starting point? 

• Customer: Clicks, Views, Conversion, Happiness, Loyalty, Referrals 

• Product: Activation, Engagement, Functionality, Channels, Platforms 

• Team: Salaries, Culture, Turnover 

• Financials: Revenue, Cash Flow, Burn Rate, Receivables, Run Rate 

• Business Model: Channels, Markets 

Metrics 

With so many metrics, how do you decide which ones are critical? You 
must distinguish which metrics are actually Key Performance Indica¬ 
tors (Kpi) or KPIs. KPIs are performance metrics explicitly linked to a 
strategic objective that help an organization translate strategy execution 
into quantifiable terms. Think of KPIs as the yardstick by which success 
and progress are measured; they are the measures most tightly linked to 
the organization’s success or failure in executing strategy. 

All KPIs are metrics, but not all metrics are KPIs. 

Most organization have tons of metrics, but really haven’t devel¬ 
oped KPIs. While metrics can be a measure of just about anything, KPIs 


are the measures that matter most. KPIs should also be actionable; if 
they are not actionable, how can they help you achieve your goals? In 
other words, don’t measure something as a KPI that you can’t change 
with specific actions. 

So when is a metric a KPI? KPIs are metrics that are: 

1. Outcome-oriented: tied to an objective 

2. Target-based: have at least one defined time-sensitive target value 

3. Rated or graded: have explicit thresholds that grade the difference 
(or gap) between the actual value and the target 

The above three criteria, used in evaluating whether a metric meets 
KPI status, serve as a test to help ensure focus on the measures that truly 
matter to the success of your organization. So how can you use these 
metrics? 

• To Explore: Investigating an assumption, validating feedback, look¬ 
ing for causality 

• To Report: Measuring progress, measuring impact, measuring cus¬ 
tomer happiness 

In an early-stage company, you’ll face the challenge of very little 
data. Look for data that avoids skewing your reporting. You can identify 
good KPIs if they: 

• Validate or invalidate the assumptions you have 

• Provide a Leverage Rate or Ratios (0.X or percent) 

• Compare to whatever historical data you’re gathering (e.g., A/B testing) 

• Can be explained, reported, and used to support milestones 

Measurement 

The measurement aspect comes through (1) Analytics (Ana) and (2) 
Dashboards (Dsh). When we refer to analytics, we’re talking about the 
tools used to collect the metrics. You’ll present those metrics in a useful 
format with dashboards. There are many tools you can use to measure. 
Long term, it will depend on what you need to measure, and you may 
need to build your own tools eventually. 

Your startup will come with many available metrics to track, but you 
need to pick one core metric to optimize. Otherwise, you’ll become that 
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Your dashboard should shame you 
as much as motivate you. 

—Alistair Croll 

guy on TV spinning plates on poles, running back and forth to keep them 
all going (or at least trying). 


EXERCISE: Create a 3I\/1 Dashboard 

Incorporating the concepts of the 3M's (Milestones, Metrics and Mea¬ 
surement) you should come up with a list to track in each of the 3M's. 

For example: 

1. Create a list of milestones for the next 18 months-this can in¬ 
clude build dates, testing, launches, team members hired, fund¬ 
ing received, etc. 

2. Create a list of metrics you will want to track in relationship with 
the milestones. These should help you see if you are on track. 

3. Create list of measurement thresholds since you need to see if 
the metrics are met, are exceeded (in a bad way) or totally blown 
out of the water (in a good way). 

4. Take these lists and leverage some dashboard tools out on the 
web to build this out. You can even start with a spreadsheet and 
move to more analytical means of measurement. 


JUMPING THE GUN 

Over the last three decades, the power of technology has increased 
steadily. The current level of maturity triggered a domino effect through¬ 
out the global economy. As a result it’s never been easier or cheaper to 
create a startup thanks to technologies like cloud hosting, software as a 
service (SaaS), open-source software, global payment systems, viral dis¬ 
tribution channels, extremely focused advertising, real-time logistics, 
and collaboration. 
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Because of this rapid change, startups emerge faster and drive the 
new industrial revolution we discussed at the beginning of this book. 
While most entrepreneurs dream of growing their startups into a huge 
success like Zappos or Twitter, most never reach that level of global dom¬ 
ination, receive Hollywood-like adoration, or become worth billions of 
dollars. In fact, when you look at the numbers, successful startups are a 
rare breed. One in ten startups fail eventually. 

The Startup Genome Report identified “premature scaling” as a pri¬ 
mary cause of failure. After surveying 3,200 companies, they discovered, 
“Startups need 2-3 times longer to validate their market than most found¬ 
ers expect. This underestimation creates the pressure to scale prematurely.”^ 
You might think failure or success depends on age, location, ex¬ 
perience, or education. Nope. None of these factors affect a company’s 
chance to head down the path of failure. Sure, there are statistics about 
when many people start a business and the kind of experience and edu¬ 
cation required for some (e.g., professional services, law firms), but it’s 
no predictor of future success. 

The Startup Genome Report creates a framework for milestones and 
thresholds that clarifies the six stages of a startup lifecycle: (1) Discover, 
(2) Validation, (3) Efficiency, (4) Scale, (5) Sustain, and (6) Conservation. 
We won’t dive into those stages here, but we recommend you read the 
full report (http://blog.startupcompass.co/) to get a sense of the struc¬ 
ture. The other results from the survey were fascinating, too. Here are a 
few key findings:^ 

• Founders that learn are more successful; they raise 7x more money 
and have 3.5x better growth 

• Startups that pivot once or twice raise 2.5x more money, have 3.fix 
better user growth, and are 52% less likely to scale prematurely than 
startups that pivot more than two times or not at all 

• Solo founders take 3.fix longer to reach the scale stage 

• Business-heavy founding teams are B.2x more likely to successfully 
scale with sales-driven startups rather than product-driven startups 

• Tech-heavy founding teams are 3.3x more likely to scale without net¬ 
work effects 
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THE LEAN STARTUP SCALING METHODS 



LEARN FASTER 

split Tests 
Customer Interviews 
Customer Development 
Five Whys Root Cause Analysis 
Customer Advisory Board 
Falsifiable Hypotheses 
Product Owner Accountability 
Cross-functional Teams 
Smoke Tests 


MEASURE FASTER 

Split Tests 

Clear Product Owner 
Continuous Development 
Usability Tests 
Real-time Monitoring 
Custom Liaison 
Funnel Analysis 
Cohort Analysis 
Net Promoter Score 
Search Engine Marketing 
Real-time Alerting 
Predictive Monitoring 


CODE FASTER 

Unit Test 
Usability Test 
Continuous Integration 
Incremental Deployment 
Free & Open Source Components 
Cloud Computing 
Cluster Immune System 
Just-in-time Scalability 
Refactoring 
Developer Sandbox 


'Data Source: KISS Metrics, Eric Ries 


CRAFTING DASHBOARDS 

There are many kinds of dashboards that can serve your startup. Below are two examples 
of these dashboards. There are many tools out there to create your own. Use a search 
engine and start with the term "startup dashboards” and you will find the most current 
offerings that might fit your business. They wili enable quick creation out of the box and 
have the flexibiiity to report on the metrics you are looking to track. 


EXAMPLE DASHBOARD: FINANCE 


REVENUE 



■ BUDGET ■ REVENUE 


SALES 


85 

68 

51 

34 

17 



ASIA EURO AMER OCEA 
I SALES ■ TARGET 


PRODUCTION 
50 48 



ASIA EURO AMER OCEA 




PRODUCTIVITY 

ON TIME DELIVERY 

CAPACITY 

EXAMPLE DASHBOARD: CUSTOMERS 



TOTAL MRR 

NEW MRR 

LOST MRR 

NEW MRR 

$261K 

IK 

50 

15 

Past 30 Days 

Past 30 Days 

Past 30 Days 

Today 

MRRsMonthty Recurring Revenue 



NEW CUSTOMERS 

BASIC USERS 

PRO USERS 

PLUS USERS 

30 

10.7K 

1.5 

75 

Today 

Total 

Total 

Total 


There are so many differenl metrics you can create! 
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• Startups that haven’t raised money overestimate their market size by 
lOOx and often misinterpret their market as new (our personal favor¬ 
ite and so true). 

So what are the most common reasons for startups to perform 
poorly or even fail because of premature scaling? The data points to scal¬ 
ing the team prematurely, paying people too much for early wins, failing 
to adapt the business model, lacking financial discipline, or overbuilding 
the product. We’ll review each one in more detail.'^ 


Dimension 

Premature Scaling Examples 

Customer 

■ Spending too much on customer acquisition before product/market fit and a 
repeatable scalable business model 

• Overcompensating and missing product/market fit with marketing and press 

Product 

• Building a product without problem/solution fit 

• Investing in product scalability before product/market fit 

• Adding"nice-to-bave"features 

Team 

• Hiring too many people too early 

• Hiring specialists before they are critical (e.g., CFO's, Customer Service Reps, 
Database specialists, etc.) 

■ Hiring managers (e.g., VPs, product managers, etc.) instead of doers 

■ Having more than one level of hierarchy 

Financials 

• Raising too little money to get through the"Valley of Death" 

• Raising too much money 

• Note: Too much money isn't necessarily bad, but It usually makes 
entrepreneurs undisciplined and gives them the freedom to prematurely scale 
other dimensions (e.g., over-hiring and over-building). Raising too much is 
also more risky for investors than if they give startups how much they actually 
need and then wait to see how they progress. 

Business Model 

■ Focusing too much on profit maximization too early 

• Over-planning and executing without a regular feedback loop 

• Not adapting the business model to a changing market 

• Failing to focus on the business model and discovering you can't get costs 
lower than revenue at scale 


Someone who has seen many successful scaling examples but has 
seen their fair share of premature scaling failures is Rajesh Setty. As an 
investor he not only invests but is an active participant in their day-to¬ 
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day growth. He writes about startups and life and it is filled with a ton of 
information that every entrepreneur can learn from. We had the oppor¬ 
tunity to sit down with him about building great startups and where en¬ 
trepreneurs should spend their energy when building and scaling their 
startup. 

SEQ: What are the things that you look for in great startup teams? 

Setty: I look for a cast of characters. When the cast is like an acronym 
C-A-S-T and ‘C’ is for competent people. 1 want them to be good at what¬ 
ever area they’ve picked because sometimes people pick areas that are 
hot and trendy because everybody else is making a lot of money. 'A' is for 
adaptable, which I call the mindset of water. Whenever there are obsta¬ 
cles, they don’t say, “Oh my God, there’s a boulder there. Let me just not 
do anything.” Water will keep flowing, so if they are adaptable, they will 
continue to be flowing irrespective of obstacles. The next one is 'S’ for 
stickability. My fundamental belief is if you’re disciplined and when you 
stick to it for long enough, you’ll hit a breakthrough sooner than later. 
The last one is ‘T’ for teachable. It’s basically, do they have the humility 
to learn some more, not just from me, but more than one person and 
be better compared to what they were yesterday. They have to be like an 
evergreen learning machine, absorbing things, growing and not assume 
that they have made it and then all they have to do is capitalize on what 
they have made it. 

SEQ: When entrepreneurs are scaling their companies, their resources are 
usualiy pretty limited. Where shouid entrepreneurs focus their energy? 

Setty: I always tell people that when resources are limited, the resource¬ 
fulness should become unlimited. You might have read or heard of Pro¬ 
fessor Saras Sarasvathy’s paper Effectuation. It’s the entrepreneurial 
mindset. Professor Sarasvathy studied hundreds of entrepreneurs and 
she found that there is a fundamental shift in the way entrepreneurs 
think about goals and where they are going and all those things. In her 
paper, she said, “In general, other people think about goals and then start 
worrying about what are the resources they need to reach those goals.” 
It’s like there’s a path, a destination to reach and what are all the things 
they need? That’s the standard way of thinking, but she says entrepre¬ 
neurs think differently. They do an inventory of all the resources that 












PRENATURE SCALING 


SCALING TOO SOON 

A company’s age is based on how it interacts with customers over time. When a startup prematureiy 
scales it is typicaliy due to a iack of synchronicity between its five core operational dimensions: 
customer, product, team, financials, and business model. 



COMPANY A (PREMATURE SCALING) 
COMPANY B (PROPER SCAUNG) 
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they have access to, like people, their skills and network and everything. 
Then they start thinking about what goals they can reach and looking 
for resources so they can do things with what they have. 1 like this model 
a lot because it changes the way people look at goals. I ask people to fo¬ 
cus on three things. One is the innovation because innovation is state 
of mind, so you innovate with what you have rather than, “Oh my gosh, 
I don’t have this, so let me first look for it.” The next key skill is the cho¬ 
reographing skill, like how can somebody paint a picture with what they 
have and with the resources that they have access to. Lastly, building the 
ecosystem, so that they build their capacity for the future. 

BUILDING AN ENGINE OF GROWTH 

In the previous chapters on Sales and Marketing Mix, you were drinking 
through the fire hose of all the programs, channels, and technique ele¬ 
ments to help form your startup equation for growth. There were many 
metrics for each area to gauge success. As you build an engine for growth, 
you must also remember to include metrics for your product (e.g., A/B 
testing, customer acquisition costs), metrics for financing (e.g., cash 
flow, revenues), and even metrics for the customer experience (e.g., sat¬ 
isfaction, user testing). Your KPls will measure your success. KPls will 
give you a target to aim at, like whether a landing page performs well or 
if people are dropping off via a specific page. Remember to use these as 
your guide to avoid getting too off track. Your business deserves better, 
and it’s an avoidable mistake. 

To scale as you grow, you have to put processes and structures in 
place that encourage everyone in your company to take more risks (not 
fewer), while keeping the right people informed of the risks, and pro¬ 
tecting individuals from silly mistakes that would lead to unnecessary, 
embedded processes. This is where you’ll continue to leverage growth 
hackers. Remember them from the marketing chapter? These are the 
people whose sole focus is growth, and they look through the lens of 
what produces scalable growth. 

Fueling the Growth Engine 

Hiring great people makes everything else easier. In Chapter 9 we dis¬ 
cussed what it takes to build a great founding team and you will need to 
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continue your recruiting efforts and hire great talent. Recruiting well is 
where you’re most likely to struggle. 

Say you need to hire thirty, high-quality inbound marketers and 
growth hackers in the next year, since you’ve figured out how to on¬ 
board, train, and measure salespeople. It’s a massive endeavor! Recruit¬ 
ing quickly becomes a core competency, as well as training/retaining and 
all the other disciplines of team management. Your culture will change 
as you start managing through others, and some of your original team 
members may not scale or like this environment and that might be a 
challenge where they will either grow with you or find another place that 
is a better fit for themselves. 


Recruiting Customers 

Recruiting users manually sounds like the most unscalable thing found¬ 
ers have to do at the beginning. Nearly all startups have to. You can’t wait 
for users to come to you. You have to go out and get them. According to 
Paul Graham, cofounder of the accelerator YCombinator, there are two 
reasons why founders resist recruiting customers. 

One is a combination of shyness and laziness. They'd rather sit at 
home writing code than go out and talk to a bunch of strangers and 
probably be rejected by most of them. But for a startup to succeed, 
at least one founder (usually the CEO) will have to spend a lot of time 
on sales and marketing.The other reason founders ignore this path is 
that the absolute numbers seem so small at first.This can't be how the 
big, famous startups got started, they think. The mistake they make 
is to underestimate the power of compound growth. We encourage 
every startup to measure their progress by weekly growth rate. If you 
have 100 users, you need to get 10 more next week to grow 10% a 
week. And while 110 may not seem much better than 100, if you keep 
growing at 10% a week you'll be surprised how big the numbers get. 

After a year you'll have 14,000 users, and after 2 years you'll have 2 
million. You'll be doing different things when you're acquiring users 
a thousand at a time, and growth has to slow down eventually. But if 
the market exists you can usually start by recruiting users manually 
and then gradually switch to less manual methods. 



Engine of Growth 

A scaling “Engine of Growth” is working to grow from a number of differ¬ 
ent dimensions, including business model, customers (sales and market¬ 
ing), product, team, and financials. As the company scales, they all start 
to come together and work in harmony. The chart below explores those 
dimensions and provides examples of goals you should consider as you 
scale out your “Engine of Growth.” 


Dimension 

Engine of Growth Examples 

Business Model 

• Validating your revenue streams and profit model 

• Lowering costs while growing the customer base and revenues 

Customer 

• Understanding specific acquisition costs and conversion rates 

• Tracking successful activations and return visits 

• Tracking referrals who sign up and are also return customers 

Product 

• Successful A/B testing 

• Validating product/market fit through usability testing and surveys 

• Adding the right features based on user interviews and surveys 

Team 

• Staffing model is scaled and tied directly with increases in customers 

• Staffing costs are lower overtime but produce exponential revenue growth 

Financials 

• Validating your revenue streams and profit model 

• Lowering costs while growing customer base and revenues 

• Having users generate minimum revenue 

• Having users generate break-even revenue 


EXERCISE: Design Your Engine of Growth 

While no two startups are the same, most look to grow in some way 
over the long run.This exercise is part strategy and part vision and it is 
about looking forward and putting yourself in the position of having 
to scale, so what does that look like? 

• Vision: Draft a few paragraphs of what a fully scaled and opera¬ 
tionally functional company looks like 3 years from now. 


• Parts of the Whole: Use each of the dimensions in the"Engine of 
Growth"table and list at least one way your business would need 
to scale to realize that vision. 

• Fueling up the Machine: Taking the ways your business can scale 
from the last bullet tie in metrics and ways you could measure it is 
success and detail how it could scale. 


Two people who are really familiar with fueling an engine of growth 
are Marcel Lebrun, co-founder, and David Alston, former CMO, both of 
Radianfi, a social measurement and monitoring platform which was pur¬ 
chased by Salesforce.com a few years ago. Marcel is now a Senior VP at 
Salesforce. Dave is now Chief Innovation Officer for IntroHive and a docu¬ 
mentary film maker (CodeKids). We recently sat down with both of them 
to talk about their entrepreneurial adventures and how they lead Ra¬ 
dianfi and helped scale it from a small startup to a global company. 

SEQ: When you started Radian6, what were the things that were import¬ 
ant to you and how did you go about creating an environment to grow and 
make the team effective? 

Lebrun: When I met the guy who actually came up with the idea for Ra¬ 
dianfi, his name is Chris Newton, he’s the CTO, and some of the others 
that were working around this, the biggest question in my mind was, 
“Would this be a great team? Can he be in a role that he loves and fits him 
like a glove and can I and can others?” 

1 started calling people that 1 knew were the kind of leaders we 
would need to grow the business to see if they were interested in the 
space, in the company. 1 knew that the team equation was probably even 
more important than the market and the idea. That is just so critical. 

SEQ: What are the elements that need to be in place to really scale and grow 
a great product? 

Alston: There’s a bit of luck involved in terms of perfect timing. Usually 
what 1 find is when you think of an idea, oftentimes there’s at least one 
other company trying to do the same thing. You generally don’t go into 
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the market by yourself, so you need a great product that people are will¬ 
ing to talk about. 

Then, the team is going to make decisions. If you’ve got a great team, 
the odds are you’re gonna make more correct decisions along the way. To 
me, that’s how you get to be successful. 1 think it’s important that you re¬ 
spect them and you appreciate them and you trust them and everyone’s 
focus is on the customer and the company first. It’s that dedication to do 
the right thing all the time and not second guessing yourself or second 
guessing everyone else. 

SEQ: What are the things a startup needs to consider as they try to scale 
and grow? 

Alston: I think you think global right from the beginning. You look, 
sound, act, and aim for being a global company. Don’t be shy about that, 
and don’t be timid. If you think global and you have ideas that are going 
to spread around the world and you find a way to help them spread, it 
doesn’t matter where you’re located. I’ve certainly seen that. 

For example, in a B2B scenario you’re selling to people. It’s people to 
people, its person to person. The idea is that people generally buy from 
people they like. People like to have their relationship as well. Especially 
when they’re in a B2B relationship. Being able to reach out and become 
friends or make connections with those customers and/or prospects 
and/or the community in general that is passionate about your space, 1 
think it is an important thing to do. 

SEQ: Did that help with raising venture in terms of scaling? 

Lebrun: Absolutely. They invest as much in ideas as they do in people, so 
a lot of them are like, “You tell me where your next thing is.’’ 1 had a great 
relationship with a number of those who had invested in companies in 
the past. When it came time, absolutely, it’s like call this guy who’s one 
of the executives at the largest agency in the world and ask him how cen¬ 
tral this problem set is to his business and how valuable it is to them 
and then they get on the phone and they say, “This is our future. The 
whole world is changing from traditional to on-line to social. We have to 
reinvent ourselves and these guys are helping us,” they’re like, “Whoa, 
they’re onto something,” and that was absolutely key to getting the ven¬ 
ture financing. 
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SEQ: What kind of scaling techniques did you use to continue to really scale 
the company? 

Lebrun: With Radianfi, 1 wanted to build a starting team that 1 knew 
could scale to a large organization. That’s the first thing that’s important. 
Then as you grow, you’re just making decisions all along. 1 hired a head 
engineer that 1 knew could run a hundred, two-hundred person R&D 
team, knew how to get product velocity out the door, was a grown-up, 
not a cowboy, but could also operate in the cowboy mode in the early 
days and that was key. Same in marketing, same in sales. Off we went. 


RUNNING ON ALL CYLINDERS 

Paint a picture in your mind of what effectively scaling a company looks 
like. When your startup enters a growth stage, you want to make sure 
you’re not just thinking about the numbers. You need to have the right 
mindset for your current phase of development, and you need to make 
sure the people you’re working with are on the same page. 

Startups are especially vulnerable to mindset mistakes. They see 
that things are working well—something that’s easier with ten people 
than 100—and they try to hold on to that feeling even as they recruit 
and acquire customers at breakneck speed. 

“The hallmark of successful scaling is knowing when to hit the 
brakes so you can scale faster later,” says Bob Sutton, organizational 
behavior expert at Stanford’s School of Engineering. He goes on to ex- 
plain,“And if anyone ever tells you they have solved all your scaling prob¬ 
lems, they are lying to you, and you need to send them out the door 
immediately.”® 


Embracing Failure 

Peter Drucker’s quote highlights that just as many mistakes are com¬ 
mitted by people being tentative as being aggressive. Moving fast often 
means making mistakes, though still not as many as you might think. 

Flickr created a great award for a community member “who breaks 
fiickr.com in the most spectacular way.” Of course, it’s a bit tongue-in- 
cheek, but the point about accepting mistakes is not. Spectacular failure 



means you were probably working on something big and had a spectacu¬ 
lar learning experience. 

“Rewarding” failure is not some crazy “everybody gets a trophy” 
kind of thing. 

Catastrophic mistakes, on the other hand, aren’t to be celebrated, 
but those mistakes are exceedingly rare, and you should have processes 
in place to deal with them. Most of the tension in companies around 
mistakes is about fairly mundane issues and is relatively unproductive 
(again, we point to Drucker’s wisdom). 

The good news about working at a startup is that you have the 
chance to spot all of these things as they pop up, and catch them be¬ 
fore they become entrenched. In essence, as a founder, you should focus 
on removing roadblocks so that pockets of excellence can spread, unob¬ 
structed. When you envision it this way, you have a much better chance 
at getting your startup running on all cylinders and scaling smart. 


GETTING READY . . . 


As you prepare to build your own startup equation, you have worked 
on exercises to build your foundation and craft the experience with the 
last few chapters that get you thinking about growing the dream. To 
get ready to build your own startup equation make sure you review this 
chapter’s exercises: 

• Draft a Scaling Strategy 

• Create a 3M Dashboard 

• Design Your Engine of Growth 

Over time you will come to find scaling as a big part of the success of 
your startup and with growth you have options—options for growth, op¬ 
tions for an exit, options for taking a vacation. 
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CHAPTER 


If you always do what you always did, 
you will always get what you always got. 

—Albert Einstein 



Always Be Innovating 


B eyond a great idea and initial success, your startup will require the 
ability to continue innovating and pushing the envelope. When you 
think of innovative companies, the usual suspects come to mind— 
Nike, BMW, Coca-Cola, Starbucks and of course, Apple. Most of you 
probably know their stories, but we would like to share the story of one 
particular company, the fast food chain, Chipotle. 

If you’ve ever been in a Chipotle, you wouldn’t immediately think 
of it as a traditional, fast food restaurant. Their approach to dining has 
made them the face of a new restaurant trend called “fast casual.” 

Generally, the term fast food brings to mind places like McDonald’s 
or KFC, places that emphasize “fast” and not necessarily the quality of 
the “food.” Cultural changes over the last two decades led to consum¬ 
ers demanding healthier choices and expecting companies demon¬ 


strate environmental awareness. Enter Chipotle and the fast casual 
experience. 

Chipotle was started in 1993 by Steve Ells, a chef trained at the Culi¬ 
nary Institute of America, who only two years prior worked in San Eran- 
cisco as a $12/hour line cook at the legendary restaurant Stars. But at his 
salary, he couldn’t afford the food. So he usually ate the giant burritos 
found in the famous Mission District. One place in particular. Zona Rosa, 
made giant burritos. Mr. Ells watched how fast people went through the 
line, and it sparked the idea for Chipotle. Currently, the chain has 1,400 
locations in the United States and is expanding internationally. 

Mr. Ells and Chipotle demonstrate the importance of innovation to 
long-term business success. By looking for ways to innovate while stay¬ 
ing true to their mission, they keep employees and customers happy. As 
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Every startup begins with that one great idea, but that is not the end of the innovation cycle—merely the beginning. In order to always be inno¬ 
vating and stay competitive and relevant, there are some key characteristics in what it takes to continuously innovate. In this diagram we 
separate Innovation (In) elements into two categories—Method and Engine. 
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INNOVATION (IN) METHOD ELEMENTS 


As your company looks lo continuously innovate, there must be solid methods and 
programs In place so a culture of innovation is in the DNA of the company's 
everyday work. 

Open Innovation (Oin) 

The term "Open Innovation" was promoted as a way of thinking that “assumes 
firms can and should use external ideas as well as internal Ideas, and Internal 
and external paths to market”[i]. The central Idea behind It is that In a world with so 
much distributed knowledge they should just stay In a silo and rely solely on their 
own research but innovate with partners by sharing risk and reward. This could 
mean buying or licensing processes or inventions (i.e., patents) from other 
companies. Additionally, Inventions created by the company that are not being 
used by the company should be taken outside through licensing, joint ventures or 
spin-offs. This can also include idea competitions, customer immersion, 
collaborative design and innovation networks. 

Design Thinking Cfhk) 

Design thinking is a broad concept that has come to be defined as "combining 
empathy for the context of a problem, creativity in the generation of insights and 
solutions, and rationality in analyzing and fitting various solutions to the problem 
context'Iill. Design Thinking draws upon logic, imagination. Intuition, and systemic 
reasoning to explore possibilities of what could be and to create desired outcomes 
that benefit the end user (the customer). A design mindset is not problem-focused, 

INNOVATION (IN) ENGINE ELEMENTS 


To 'Rev up’ the engine of innovation, you and your company must leverage tech¬ 
niques and tools that finely tune your Insight into what is coming and how your 
company can take advantage of the opportunity. 

Scenarios (See) 

Scenario planning is a strategic method used to make flexible long-term plans. 
Closely tied to strategic foresight. It details possible future events in order to prepare 
responses to what change can bring. This allows for decision makers to evaluate 
possible outcomes and help focus innovation efforts. 

Corporate Assets (Coa) 

When it comes to innovation in business, the goal Is to create valuable intellectual 
property with financial returns. This can include physical or digital products that 
can be protected. Corporate assets can be created or improved through programs 
such as idea competitions, collaborative design and innovation networks. They can 
also be licensed or used for joint ventures or spin-offs. 

Customer Insight (Ins) 

Companies need to deliver new and innovative offerings to attract and retain cus¬ 
tomers whose expectations are changing. Customer Insight is where the interests 


it's solution-focused, and action-oriented. When these principles are applied to 
strategy and in-novation the success rate for innovation dramatically improves. 
Design thinking is at the core of effective strategy development and organizational 
change. This can be applied to products, services, processes, physical locations... 
anything that needs to be optimized for human Interaction. 

Martageet Inrtovation Process (Mip) 

This is closely linked lo Open Innovation and because this is a managed process, it 
is not a closed system. Quite the contrary: by providing a framework to manage the 
intake of ideas. This allows for a more rapid use of the open innovation concepts 
such as idea competitions, customer Immersion, collaborative design and Innova¬ 
tion networks. This also provides for the accelerated use of licensing and creation of 
joint ventures or spin-offs. 

Strategic Foresight (Str) 

Strategic foresight is the practice of creating a functional view of the future, or future 
events and possibilities, in such a way as to take full advantage of opportunities, as 
well as to prepare for any possible adversity. The idea of strategic foresight arose 
from the idea that while the future is not predictable, it is also not predetermined, 
and can be influenced in a positive way by actions we take in the present. Applied 
to innovation, this aligns future opportunities with those making business decisions 
to structure roadmaps based on future events. 


of the consumer and features of your brand, product or service meet. Working 
with customers to understand why they care about you, and their mindset, 
motivation and desires that trigger their attitude toward your company. 

Organizational Rea«liness (Rea) 

There is no single thing that will trigger or ensure innovation in your startup. As you 
develop your innovation programs there will be points along the way where you 
need to check if the climate is receptive. By utilizing an organizational readiness 
assessment you will be able to gauge your company's readiness for Innovation. 

Disciplined Implementation (Imp) 

We spoke of organizational readiness as being able to gauge readiness for continu¬ 
ous innovation In your startup. All of these Innovation elements require a discipline 
In how they are implemented to ensure resources are being allocated properly. 

Strategic Alignment (Sta) 

As part of an organizational readiness assessment, strategic alignment means that 
each business unit, department, team and individual sees and understands their 
role and how it contributes to the overall innovation mandate of the organization. 
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a result, they’ve turned the concept of fast food on its head and put pres¬ 
sure on other fast food restaurants to do better. 

Throughout this chapter, we discuss what’s required to make inno¬ 
vation an active part of your business strategy, including the elements 
found in the Innovation (In) element group of the Startup Equation. 
The two element groups. Method and Engine, deal with elements that will 
help you create your own innovation method. These elements include 
Open Innovation (Oin), Design Thinking (Thk), Managed Innovation 
(Mip) and Strategic Foresight (Str). Once you develop methods that 
work, you’ll want to create an innovation engine that powers it through 
other elements like Scenarios (See) or Customer Insights (Ins) to name 
a few. 

CREATING A CULTURE 
OF INNOVATION 

As your startup grows, you’ll need reinforce the role of innovation in 
your organization. It’s hard to imagine that a company can be really good 
at innovation if its employees are not adequately motivated and en¬ 
gaged. When people are engaged in their work, they take a personal in¬ 
terest in the success of their company. 

Otherwise, they’re likely to do what’s 
expected, but lack the motivation to go 
much beyond the expected. 

CultureAmp, a company that analyzes motivation and engagement in 
organizations, identified the top five drivers of employee engagement 
based on how employees perceive their company:^ 

• They feel confidence in the company’s leadership. 

• They see good opportunities for advancement in the organization and 
the possibility for transitioning to a different type of role. 

• They understand how they’re important to the success of the 
organization. 

• They feel they can contribute to their field. 

• They believe the company has a vision that motivates people. 


In their analysis of these drivers, CultureAmp found two distinct themes: 

• Demonstrated Leadership: Employers must demonstrate that 
people are important to the organization and show they’re capable of 
making good decisions. This requires creating and communicating a 
motivating vision. 

• Strong Learning and Development: Employees want to see a path 
forward in their organization. They want to know that opportunities 
exist to help them with personal development. 

These two themes may surprise you because things like compensa¬ 
tion or salary aren’t in the top five. Now, the top five drivers of engage¬ 
ment aren’t easy to deliver, but are worth the effort. If you’re successful, 
you’ll have a team of highly motivated, engaged employees invested in 
driving innovation. 

Why Should Startups Innovate? 

You might think that as a company moves past the startup phase and 
matures, it will handle innovation differently. However, if you’ve ever 

read Clayton Christensen’s break¬ 
through book. The Innovator’s Dilemma, 
you may remember that he found 
large companies are excellent at sus¬ 
taining innovation, but struggle with, and usually fail, at “disruptive 
innovation.” 

It’s tempting to say, “We’re a startup. We’re all innovative,” but what 
happens next? Simply focusing on improving existing business models 
and products isn’t enough anymore. To ensure their survival and pro¬ 
duce satisfying growth, businesses need to invent a new products busi¬ 
ness model. Doing so requires an entirely new organizational culture and 
skill set. Companies will need an “innovation culture” to do two things 
at the same time: 

1. Improving existing products, services, and business models 

2. Inventing new and disruptive products, services and 
business models 


Without motivation there is no innovation. 
—Phil McKinney 
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This two-prong approach will allow your startup to build an “inno¬ 
vation portfolio” of ideas, concepts, and prototypes that will help your 
business maintain a competitive edge. 

In Figure 16.3, you will notice a reference to “The Innovators Di¬ 
lemma,” which identifies motivating factors for innovation along three axes 
with six factors. We updated it for startups. Factors can range from regu¬ 
lations to business models that would motivate your startup to keep inno¬ 
vating. We also reference author Jean-Claude Biver, former CEO of Hublot 
Geneve, who is a widely-renowned voice on innovation. Mr. Biver follows 
three major innovation tenets: (1) Be unique; (2) Be different; (3) Be first. 

When innovation fails in startups, it’s often traced back to a lack 
of discipline. Creativity may abound, but after the initial idea, the team 
can’t “pivot” the company to implement the new idea. It’s become clear 
that effective, disruptive and continuous innovation requires compa¬ 
nies to have a structure that helps them to continue behaving just like 
a startup. It requires leveraging methods like Open Innovation (Oin) 
and Design Thinking (Thk), which we cover later in this chapter, to in¬ 
grain a culture that everyone can innovate. It can also mean creating var¬ 
ious programs or groups that continue this relentless pursuit while other 
parts of the business scale and grow what’s already been created. 

As you develop your innovation programs, there will be points along 
the way, particularly at the beginning, where you need to check if the cli¬ 
mate is receptive. One way to improve the climate is to adopt Organiza¬ 
tional Readiness (Rea). According to Derrick Palmer and Soren Kaplan 
of the consulting firm InnovationPoint, their work on a strategic innova¬ 
tion framework defines Organizational Readiness as covering three areas: 
cultural, process, and structural.^ 

Cultural readiness is about adopting values and a mission that sup¬ 
ports an innovation culture. The practices that groups use to operate and 
collaborate effectively fall under process readiness. Structural readiness 
deals with organizational structures and technologies that support in¬ 
novation. This last area also deals with an organization’s ability to be 
flexible and assign talent to high-priority projects. As part of that assess¬ 
ment, you’ll review your startup’s Strategic Alignment (Sta) and mea¬ 
sure how well each business unit, department, team, and individual sees 
and understands their role and how it contributes to the overall innova¬ 
tion mandate of the organization. 


THE RULES AND HABITS OF INNOVATION 

For decades, one company that was considered by many the model for 
modern startups is Hewlett Packard, or HP. A model innovator was Phil 
McKinney. For nine years, Phil was vice president and chief technology 
officer of the $40 billion (FY12) Personal Systems Group at HP where 
he also oversaw the global Innovation Office. He wrote a fantastic book 
called Killer Innovations and some of his approaches are detailed in this 
chapter. Currently president and CEO of CableLabs, which is the R&D 
and innovation industry group for cable operators around the world, Mr. 
McKinney also hosts a very popular podcast named after his book. We 
recently had an opportunity to talk to him about how startups can create 
their own killer innovations. 

SEQ: Phil, you're recognized as an expert in the area of innovation. How 
should a startup approach innovation? 

McKinney: The challenge in the innovation space falls into two categories, 
what I call the innovation gap and the innovation delay. The innovation 
gap is the lack of supply. There’s lots of ideas I know are great. But how do 
you really discern the ones that are really, really great? 

Once you’ve identified that, then the challenge becomes the innova¬ 
tion delay. The key is you’ve got to solve both the innovation gap and in¬ 
novation delay. To solve the innovation gap, you need to have some form 
of an understanding of what are the key elements ideas need to have and 
how do you identify those ideas. 

A lot of people think there’s a complex ranking process that you’ve 
got to go through with the entire plan and the financial analysis. It’s not. 
In fact, for a $120 billion corporation with 330 employees, the ranking 
process we put in place relies on five questions, right? First question is, 
will this idea follow through the customer’s experience or expectation? 
Second question is, will this change the competitive positioning of the 
company? The third question is, will this change the economics? 

If you can answer yes to one of those three questions, you need to be 
able to answer yes to the next two. That is, why you? Do you have some 
unique expertise or perspective? What is it about you that makes you the 
best to go execute this idea? The final question is will there be sufficient 
margin? Is that market big enough? Not a full economic model, but you 
understand who your target customer is. 
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WHY SHOULD STARTUPS INNOVATE 3 


There are different feelings on this topic. Some people feel that startups have to be innovative or they will die. While it is true that most startups chase the disruptive idea that 
Dr. Christensen talked about in the last section, in many cases they don't break through that first product into a continuous cycle in innovation that evolves their first product 
but also expands their offerings, revenue streams and long-term growth potential. One of the great examples of this shift is Google. Everyone knows about Google. But for the 
first 10 years of their existence they were primarily about search engines and their paid ad engine. Many thought of them as a one-trick company, a rich one trick pony, but 
nevertheless, a one-trick pony. Then in the last few years when Larry Page had matured to take the reigns as CEO, they had expanded into new technologies (e.g., mobile, 
driverless cars, wearable computing) and compelling acquisitions (e.g„ Motorola, Nest) that made people take notice. All of a sudden, people were seeing them as a 
company that was not only going to index everything on the Internet but really connect everything and change the world. 

But you don't have to be Google to recognize that when you build something successful you will eventually have competitors, the market will change and a whole bunch 
of other things can occur, putting your long term success at risk. There are six dimensions that identify motivating factors of why startups should innovate. They are— 
Jurisdiction, Personnel, Technology, Shareholders, Customers, and Competition. Which factors do you identify being a risk and an innovation motivator? 


MOTIVATING FACTORS TO INNOVATE 
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SEQ: Which laws of innovation do you recommend for startups? 

McKinney: The law that tends to apply most to startup organizations is 
the law of patience, right? We didn’t have everything right away. 1 said 
before there’s this constant pressure to accelerate. At the same time, 
you’ve got to make sure what you’re going to put out there is going to be 
something that the marketplace will respond to, right? You have to have 
some level of patience. 

In the case of startups, patience falls into, “We’ve got to hurry up 
and get those products out because we promised the investors or we 
promised the board.” There’s this constant push between speed of get¬ 
ting it out there and getting the right thing out there. 

The other one startups deal with a lot is resources. There’s never 
enough resources. Now, 1 hear all the time some people saying, “Well, 
I’ve got this really great idea, but I’ve got to go raise $10 million to go do 
this.” My general perception is someone uses money as the first excuse 
as to why their idea came to fruition, and so they don’t believe enough in 
the product or believe enough in the idea. 

Don’t let resources, don’t let the money side of resources be the re¬ 
straining factor for you taking your idea and getting into the market¬ 
place. I’m a big believer in early, what I call, market validation. If you’ve 
got an idea, then mark something up. Make it out of wood. Then, use that 
information to refine your thinking, refine your idea while at the same 
time you’re building up information that could then actually lead you to 
getting the resources. 


The Five Rules for Startup Innovation 

Phil has created his “Seven Laws of Innovation” (Leadership, Culture, Re¬ 
sources, Patience, Process, BHAG, and Execution).^ But it would be best 
to relate these laws more specifically to startups. We created the Five 
Rules for Startup Innovation. 

1. The Leadership Rule: Be a leader, not a follower. As a startup, you’re 
part of the executive team, but you must show the team why you be¬ 
lieve innovation will drive the company’s success. 

2. The Culture Rule: Be an owner, not a player. As we discussed earlier, 
culture is critical to your success. You can make innovation a part of 


that culture DNA by rewarding good behavior (e.g., teamwork, 
collaboration, honesty) and getting rid of bad behavior (e.g., not- 
invented-here, passive/aggressive, turf battles). 

3. The Resources Rule: Be a resource, not a drain. Innovation requires 
a committed level of resources (e.g., people, money, time, equip¬ 
ment) over an extended period of time. It helps validate the impor¬ 
tance of innovation to an organization. 

4. The Vision Rule: Be a visionary, not a pragmatist. You have to set the 
vision in order for leadership to outline an innovation agenda. This 
vision must present a clear and compelling target to act as the cata¬ 
lyst for the team. 

5. The Pioneer Rule: Be a pioneer, not a pirate. No one likes a copycat 
and no one buys from one. If you’re focused on attacking your com¬ 
petitors, you can’t get out of your own way and be the original think¬ 
ers people will come to expect. 


The Five Habits of Great Startup Innovators 

Innovation requires a consistent commitment with an eye on the long 

game. You can start by encouraging your team to adopt what we call the 

Five Great Habits of Startup Innovation: 

1. The Patience Habit: Innovation takes time. All too often, startups 
focus on short-term milestones to satisfy investors and keep the 
company growing. Keeping a steady focus on the long-term vision 
will help create a more valuable company. 

2. The Focus Habit: Don’t make your product a Swiss army knife. It im¬ 
pacts all of your resources (see The Resources Rule) and your product 
could lose its purpose (see The Vision Rule). Make it a habit to check 
in with the vision to ensure you’ve stayed focused on the end goal. 

3. The Process Habit: To succeed at innovation, organizations need an 
innovation process that fits and works within their organization and 
culture. Create processes to cover the full innovation chain from idea 
capture through execution. Then, make it a habit to track a set of 
metrics and areas for improvement. 
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4. The “Get Shit Done” Habit: This is about the ability to execute on 
both the innovation agenda and the quarterly objectives of the operat¬ 
ing business. Focusing on only one area of execution leaves the other 
to flounder. Successful organizations need leaders who can do both. 

5. The Humbleness Habit: Sure, you have a great idea, but you 
must stay humble and resist the urge to rely on previous successes. 
You started your company by taking a risk. Don’t be afraid to keep 
taking them but with a fierce passion and a humble heart. 


EXERCISE: Your Startup Innovation and Rule 
Statements 

After reading this section, you should do a brainstorming session 
with your startup team and come up with your own rules and habits 
for your startup. Take each of the rules and habits and write out a 
statement that aligns with your culture and what you will adhere to as 
the company grows.Things like: 

• Our Culture Rule:"We all have innovation weaved into our DNA. 
We will reward the innovative and work to eliminate bad behavior 
in every part of our company." 

• Our Resources Habit:"We will all be a resource to one another. 

We will commit the resources necessary for the organization to 
innovate". 


EVERYONE IS A DESIGN THINKER 

At its core. The Startup Equation is about innovation. One way for start¬ 
ups to embody that innovation depends on individuals seeing them¬ 
selves as design thinkers and incorporating it into their startup culture. 

So what’s design thinking? Ask a bunch of people who are confident 
in design thinking to define what it is, and you’ll get a variety of answers. 
There is no “unified field theory” for design thinking, but Wikipedia of¬ 
fers a reasonable definition: 

Design thinking is a formal method for practical, creative resolution 
of problems or issues, with the intent of an improved future result. In 
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this regard it is a form of solution-based, or solution-focused thinking, 
which starts with a goal (a better future situation) instead of solving 
one specific problem. By considering the present and future condi¬ 
tions, the parameters of the problem, and possible solutions, may be 
explored simultaneously.'' 

There are five modes within the design thinking process: 

1. Empathy: To truly get to know the end user and understand what 
their true needs are in order to design something they will use. 

2. Define: Allows you to sift through information and data in order to 
come up with a problem statement to solve for. 

3. Ideate: This is the idea generation mode where you and your team al¬ 
low yourselves to creatively “run free.” 

4. Prototype: Based on your point of view and problem statement that 
was identified in the Define mode, you and your team will pick an 
idea to build out as a prototype. 

5. Test: The prototype that you build will need to go through some tests 
to see if it solves the problem that you have identified. Depending on 
the findings of your test, you may tweak your prototype in order to 
run further tests. 

Design thinking starts without preconceived problem definitions 
and solutions with the goal of discovering hidden parameters and alter¬ 
nate paths to reach your goals. Because design thinking is also iterative, 
any solutions are also potential starting points for future phases. 


Thinking Like a Designer 

It’s important to reinforce that design thinking is not exclusive to the 
realm of designers. But you do need to think like a designer. A designer 
brings two essential perspectives to every problem: empathy and creativ¬ 
ity. They invent futures that don’t exist and must understand how people 
currently do something in order to reimagine it. 

In the ground breaking article, “Design Thinking,” Tim Brown of 
IDEO lays out the five key characteristics you should adopt to think like 
a designer:^ 




1. Empathy: Empathetic thinkers can imagine the world from multiple 
perspectives. By taking a “people first” approach, design thinkers can 
imagine solutions that are inherently desirable and meet explicit or 
latent needs. 

2. Integrative Thinking: The integrative thinker relies on analytical 
processes and exhibits the ability to see all of the important (even if 
they are conflicting) aspects of a problem and creates novel solutions 
that improve on existing alternatives. 

3. Optimism: The optimistic thinker assumes that no matter how chal¬ 
lenging the constraints of a given problem, at least one potential 
solution is better than the existing alternatives. 

4. Experimentalism: The experimental thinker believes significant 
innovations don’t come from incremental tweaks. Design thinkers 
pose questions and explore constraints in creative ways that proceed 
in entirely new directions. 

5. Collaboration: The increasing complexity of products, services, and 
experiences has replaced the myth of the lone creative genius with 
the reality of an enthusiastic interdisciplinary collaborator. 

Over the years of managing creative teams and getting others 

throughout the organization to think like designers, Steve created a 

flashcard with the following tips: 

1. You are a designer. The key to thinking like a designer is to think of 
yourself as a designer. It’s empowering, and you’re in the position to 
design the solution. 

2. Create the ideal solution. The existing situation that you want to 
change can be transformed into the preferred situation by your 
ideas. 

3. Reject the normal and boring. Designers constantly reject the typi¬ 
cal route and think of how it should be done, regardless of how radi¬ 
cal the notion. 

4. Have ideas, lots and lots of ideas. Crank out lots of ideas and don’t 
pick one too quickly. The tendency exists to find a solution quickly 
by adapting what exists. Don’t do it. Indulge in every idea to find the 
right solution. 


5. Build something. Take the ideas and mock up the idea. People 
react to things they can touch and feel. 

Design Thinking as a Strategy for Innovation 

Innovation requires the ability to create value in a world powered by the 
constant flow of disruptive technology. When design principles are ap¬ 
plied to strategy and innovation, the innovation success rate improves 
dramatically. As a result, design thinking can be applied to products, ser¬ 
vices, processes, physical locations, and really anything that needs to be 
optimized for human interaction. 

To dovetail the focus on innovation, there are two elements that 
help power design thinking by exploring future uncertainties: Strategic 
Foresight (Str) and Scenario Planning (See). Strategic Foresight (Str) 
is the practice of creating a functional view of future events and possi¬ 
bilities to take full advantage of opportunities and prepare for possible 
adversity. The idea of Strategic Foresight (Str) arose from the idea that 
while the future isn’t predictable, it’s also undetermined. However, it can 
be influenced in a positive way by actions we take in the present. Applied 
to innovation, this aligns future opportunities with those making busi¬ 
ness decisions to structure roadmaps based on future events. 

Scenario Planning (See), also called scenario thinking or scenario 
analysis, is a strategic planning method that some organizations use to 
make flexible, long-term plans. Closely connected to strategic foresight, 
it details possible future events in order to prepare responses to the com¬ 
binations and permutations that change can bring. In business, this al¬ 
lows for decision makers to evaluate possible outcomes and to help focus 
innovation efforts. 


Develop Design Thinking Capabilities in Your Startup 

While learning to be a good designer takes years, non-designers can learn 
to think like a designer and apply these skills to leadership and innova¬ 
tion in weeks and months. Here are six ways to develop design-thinking 
capabilities in your startup: 

1. Explore the tool sets and skill sets used by designers, including em¬ 
pathy for your customers, idea generation, critical thinking, and 


ALWAYS BE INNOVATING 


259 



aesthetic ways of knowing, problem solving, rapid-prototyping, and 
collaboration. 

2. Examine ways to connect with customers to uncover innovation 
opportunities. 

3. Launch hands-on innovation challenges to work through the design 
thinking process from start to finish. 

4. Transform insights and data into actionable ideas with measurable 
benchmarks. 

5. Develop an active innovation portfolio with the SMART In¬ 
novation™ Method we cover in the next section to include a wide 
variety of concepts for products, services, experiences, messages, 
channels, business models, or strategies. 

6. Create and implement new solutions that create value for your 
customers, faster and more effectively. 

THE ART OF SMART INNOVATION 

Sir Ken Robinson, an internationally recognized leader in the areas of 
creativity, innovation, and human resources, asserts that culture drives 
innovation and needs to involve everyone in the organization. “If you 
want a culture of innovation, there are certain conditions for it,” Rob¬ 
inson says. “The culture of an organization is about habits and habi¬ 
tats—creating a habitat where people feel their ideas are welcomed, 
empowered and rewarded, and creating a physical environment that de¬ 
velops new ideas.” 

The core environment for new ideas is creative collaboration. As 
mentioned in the previous section, creative collaboration is about get¬ 
ting a diverse team together to create new ideas, technologies, or con¬ 
tent. It helps foster the innovation process and impacts the culture of a 
startup by creating a shared mind. People learn by working with others 
in a variety of capacities, and co-creating new things together. 

Five Insights on Creative Collaboration 

In the McKinsey Global Survey on Innovation, they surveyed 3,000 exec¬ 
utives and found “innovation faces ongoing challenges, such as increasing 
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global competition, short-term priorities, and the need to integrate it 
into key organizational objectives. As a result it remains elusive, and 
leading organizations are looking to uncover every possible way to boost 
ability to innovate.'"® 

The global workplace design company Steelcase studied a variety 
of innovation models, from internal models to external partnerships. 
Steelcase’s research identified five overarching insights about how cre¬ 
ative collaboration impacts innovation.^ 

1. Innovation is a direct result of creative collaboration. 

Creative collaboration is about forging something new—an in¬ 
novation. It requires a team with a wide range of professions, diverse 
backgrounds, and experiences whose economic function is to create 
new ideas, new technologies, or creative content. People learn by 
working with others in a variety of capacities, and co-creating new 
things together is the highest form of learning and the highest form 
of collaboration. 

2. Creative collaboration requires a connection between sociology 
and technology. 

Technology is a powerful configuring force in the ways we inno¬ 
vate because we use it to drive information and knowledge. When 
it becomes unobtrusive and intuitive for users, technology allows 
people to share information equally and democratically, improve 
transparency, and help users gain a shared understanding. 

3. Innovation is a team sport that, paradoxically, requires focused 
individual work to fuel collective creativity. 

With so much focus on the social aspects of innovation, 
organizations sometimes forget about the power of individual, con¬ 
centrated work. In order to be a strong contributor to a team, indi¬ 
viduals need the time and place to think and let ideas germinate. 

4. Creative collaboration today is both physical and virtual. 

To take advantage of the diverse backgrounds and experiences 
of a distributed team, interactions should happen in real time. It’s 
not only about passing work back and forth between time zones to 
speed up development. Creative collaboration requires trust, which 
is built by teammates working together in real time. 



5. Creative collaboration happens in small groups. 

The best collaboration often takes place in one-on-one or 
three-person subsets of the larger team. Even the larger team size 
should be managed. The trick is to get the right set of skills on the 
team without weighing it down. 

Amplifying Creative Collaboration with Open Innovation 

Open Innovation (Oin) remains one of the most powerful solutions. It re¬ 
lies on distributed knowledge, including things like buying or licensing pro¬ 
cesses or inventions from other companies. A recent example of this is the 
electric car company, Tesla. Elon Musk released Tesla patents to the pub¬ 
lic so people could innovate with the technology. The patent release creates 
the opportunity for Tesla technology to become the standard for electric 
cars, a benefit for the company long term. “Understanding Open Inno¬ 
vation Map” outlines four great ways to leverage creative collaboration. 

Understanding the SMART Innovation Method 

To help you develop your startup’s innovation programs and portfolio, 
we recommend you leverage our SMART Innovation™ method. We came 
up with this method after hundreds of innovation projects. It is import¬ 
ant to preface that no single organization has it all figured out, and no 
single thing will trigger or ensure innovation in your startup. But by tak¬ 
ing an honest audit of your innovation programs, you can identify the 
areas that work and those that don’t. 

• (S)tart with Opportunities: It all begins with identifying opportuni¬ 
ties that take advantage of with your company resources. 

• (M)ake Observations: Meet with customers who could potentially 
benefit from the opportunities you’ve identified. Observed behavior 
can help validate or uncover ideas. 

• (A)ccelerate Ideas: You can partner with larger companies and use 
open innovation techniques like innovation networks to discover 
new ideas. Internally, you can form brainstorming sessions or idea 
competitions like hackathons to pull together all the identified 
opportunities. 


• (R)efine Concepts: Once the concept/idea/innovation is identified, 
use the exercises and tools we’ve covered previously to refine the idea 
[e.g., the Solution Element Equation (SEED) Board, proto-personas, 
customer j ourney maps]. It will make innovation less abstract for 
your organization and team. 

• (T)est and Validate: Once you can get a refined concept in front of 
people, test it, and validate if this is an innovation deserving your 
company’s full commitment. These results are measurable, helping 
you make the business case to other stakeholders and decision mak¬ 
ers in the organization. 

Leveraging the SMART Innovation Method to 
Enable Creative Collaboration 

We’d love to do some of our best thinking at work. If you’re like most 
people, however, work rarely provides the time or creative space to think. 
Most work environments aren’t designed to empower creative thought. 
It’s a paradox, right? Organizations turn to employees for new ideas or 
products, but most employees feel their work environment stifles cre¬ 
ativity. Recognizing this reality, we came up with three ways to leverage 
the SMART Innovation Method to support creativity at work. 

1. Set clearly defined goals. Many managers want to support creativ¬ 
ity, but they’re afraid of the perceived risk and the time required to 
come up with ideas. Counter the fear with clear goals based on spe¬ 
cific objectives. A clear goal engages us and helps others understand 
what you want to achieve. 

2. Create intersections. Great ideas often come from the intersections 
created when people with different backgrounds and different mind¬ 
sets collide. Frans Johannsen described this phenomenon in his 
book The Medici Effect. Companies naturally have a few intersections 
built into them. As Johannsen notes, the key is to find them, encour¬ 
age them, and use them to your advantage. Some intersections will 
already exist. 

3. Reward failure—strategically. To encourage creative risk, reward 
failure strategically by encouraging the execution of ideas, only re¬ 
warding a failure the first time, and requiring that a person learn 
from the failure. Everyone fails from time to time, but you can use 
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OPEN INNOVATION MAP p,.„ IB. 


Open Innovation (Oin) offers several benefits to companies 
operating on a program of global collaboration: 

• Reduced cost of conducting research and development 

• Potential for improvement in development productivity 

• Incorporation of customers early in the development process 

• Increase in accuracy for market research and customer targeting 

• Potential for synergism between internal and external innovations 

• Potential for viral marketing 


COLLABORATIVE OPEN INNOVATION 

There are four ways to leverage creative collaboration in an 
Open Innovation environment: 



IDEACOMPniTIONS 

This model entails implementing a system 
that encourages competitiveness among 
contributors by rewarding successful 
submissions. Developer competitions 
such as hackathon events fall under this 
category of open Innovation. This method 
provides organlaations with inexpensive 
access to a large quantity of Innovative 
ideas, while also providing a deeper 
Insight Into the needs of their customers 
and contributors. 



CUSTOMER IMMERSION 

While mostly orientated towards the end 
of the product development cycle, this 
technique involves extensive customer 
interaction through employees of the host 
organization. Companies are thus able to 
accurately incorporate customer input, 
while also allowing them to be more 
closely involved In the design process and 
product management cycle. 



COLLABORATIVE PRODUa 
DESIGN AND DEVELOPMENT 

Here an organization incorporates their 
contributors into the development of 
the product In addition to the 
provision of the framework on which 
contributors develop, the hosting 
organization still controls and 
maintains the eventual products 
developed In collaboration with their 
contributors. This method gives 
organizations more contml by ensuring 
that the correct product is developed 
as fast as possible, while reducing the 
overall cost of development 


‘Data Source: Stefan Lindegaard, The Open Innovation Essentials, Roadblocks to Leadership Skills. Wiley, 2010. 




INNOVATION NETWORKS 

similar to idea competitions, an 
organization leverages a network of 
contributors In the design process by 
offering a reward in the form of an 
incentive. The difference reiates to 
the fact that the network of 
contributors is used to develop 
solutions to identiried problems 
within the development process, as 
opposed to new products. 
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1. DYNAMIC PEOPLE 

An open innovation culture requires open, 
dynamic people who can manage both 
customer and partner relationships while 
being able to accept and welcome new 
ideas from outside of the company. 

10 COMPONENTS OF AN 

OPEN INNOVATION CULTURE outside ideas 

Not all great ideas or people come form 
within your organization. To be successful 
with open innovation you must be willing to 
actively seek out others from the outside to 
improve and grow the inside. 


3. VALUE FAILURE 

Failure Is a great and humbling asset to learn 
from and leverage. Within an open innova¬ 
tion organization, failure is a key necessity for 
any company looking for growth and the 
ability to build new innovations. 

4. SHARED KNOWLEDGE 

To nurture a culture of innovation It requires a 
willingness to share knowledge and help 
educate team members, leaders, and partners 
about technology and how ideas and opportuni¬ 
ties can turn into new business models. 


5. WINNING COLLABORATIONS 

Open innovation cultures do not require 
keeping a hght seal on concepts or 
intellectual property. Instead, they capitalize 
on winning collaborations with partners to 
innovate within the market. 







6. BALANCING R&D 

Successful open innovation cultures must And 
a balance between internal and external R&D 
operations for creating new value streams. 
External R&D can bring new, creative ideas 
while internal R&D helps to capitalize on them. 


7. RISK TAKING 

All cultures that look toward open innovation 
models must be risk takers rather than risk 
avoiders. The acceptance of failure, 
openness to learning, and rewarding of 
success is where the fruits of innovation lie. 


8. INTELLECTUAL NURKINESS 

A key reward and risk of innovation cultures 
is that at some point the ownership of 
intellectual property between partners can 
become murky; however, this can also work 
to the advantage of all the parties involved. 


9. BUILDING TRUST 

Open innovation requires trust and strong 
communication between those involved. By 
willing to be forthright and work around confiden¬ 
tiality or property ownership issues, you can 
actively form the bases of trust with your partners. 

10. BEING BETTER NOT FIRST 

Success for open innovation does not always 
require being the first to a new market, but 
rather, it requires refinement and building a 
better business model than those who 
initially entered Into the space. 


w 
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SIX CHARACTERISTICS OF A DEO n„..s s 


In their bestselling book, Rise of the DEO, Maria Giudice and Christopher 
Ireland identify six key characteristics of a great DEO and they hold true for 
great founders and entrepreneurs from all walks of life. 


CHANGE AGENTS 



DEOs aren’t troubled by change; in fact, 
they openly promote and encourage it 
They understand traditional approaches, 
but are not dominated by them. As a 
result they are comfortable disrupting the 
status quo If it stands in the way of their 
dream. They try to think and act 
differently than others. They recognize 


this ability as a competitive advantage. 


SOCIALLY INTEUIGENT 


DEOs have high social Intelligence. They 
Instinctively connect with others and 
Integrate them into well-defined and 
heavily accessed networks. They prefer 
spending time with employees, 
customers, and strangers rather than 
equipment, plants, or spreadsheets. 
“Everyday people" are a source of 
stren0h, renewal, and new Ideas. 


THE DESIGN 
EXECUTIVE OFFICER 




SYSTEMS THINKERS 

Despite their desire to disrupt and take 
risks. DEOs are systems thinkers who 
understand the interconnectedness of 
their world. They know that each part of 
their organization overlaps and influences 
others. They know unseen connections 
surround what’s visible. This helps to give 
their disruptions intended, rather than 
chaotic, impact and makes their risk 
taking more conscious. 



INTUITIVE 

DEOs are highly intuitive, either by nature 
or through experience. They have the 
ability to feel what’s right, using their 
intense perceptual and observational skills 
or through deep expertise. This doesn’t 
mean they have a fear of numbers. They 
know that intuitively enhanced decision 
making doesn’t preclude rational or logical 
analysis. They use both—and consider 
each valid and powerful. 




RISK TAKERS 

DEOs embrace risk as an Inherent part of 
life and a key ingredient of creativity. Rather 
than avoiding or mitigating It, they seek 
greater ease and command of It as one of 
the levers they can control. They recast it as 
experimentation and invite collaborators. A 
failed risk still produces learning. 


GSD 

Finally, DEOs can be defined by a new set 
of initials: GSD—short for "gets shit 
done." They feel an urgency to get 
personally involved, to understand details 
through ^ir own Interaction, and to lead 
by example. DEOs make things happen. 


'Data Source: RISEOFTHEDEO.com 
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those moments to explore and reward creativity whenever possible, 
including creating an open innovation loop. 

EVERY ENTREPRENEUR NEEDS TO BE A DEO 

Authors Maria Giudice and Christopher Ireland discuss in their bestsell¬ 
ing book, Rise of the DEO, the changing role of the leader in an organiza¬ 
tion. They define what they call a DEO, or Design Executive Officer. 

Part strategic business executive and part creative problem solver, the 
DEO views an organization as a design project that requires both skill 
sets. They see themselves as catalysts for transformation; as agents 
of cultural change. With this perspective and these abilities, the DEO 
looks at business problems as design problems, solvable through the 
right mix of imagination and metrics. 

Giudice and Ireland write that “startup founders, and a grow¬ 
ing number of progressive corporate leaders who emulate them, have 
learned to lead using these abilities.” They go on to explain that entre¬ 
preneurs “realize their success rests on attracting and coalescing stake¬ 
holders who share their vision, goals and values.” This is in line with why 
most entrepreneurs don’t gel with the traditional “command and con¬ 
trol” directives, nor adopt strategies focused primarily on bottom-line 
profitability. 

As a result, great entrepreneurs with the “DEO gene” create resilient 
organizations that value expertise, but make room for failure. These or¬ 
ganizations can evolve, and in Venn diagram style, they find interesting 
shared traits that are definitely in the camp of our “X-Factor” elements 
(we’ll talk about those elements soon). 


EXERCISE: DEO Quiz—Are You a Natural Born DEO? 

Do you have the traits of a DEO? If you can honestly answer"yes"to 
most of the questions below, you possess the key characteristics of a 
next-generation leader: 

1. Are you comfortable taking risks on a regular basis? DEOs 
embrace risk as an inherent part of life and a key ingredient of 


creativity.They recast risk as experimentation and invite collab¬ 
orators. 

2. Are you able to problem solve in a systematic manner? Despite 
their desire to take risks and make change, DEOs are systems 
thinkers who understand the interconnectedness of their world. 

3. Can you integrate intuitive and analytic decision making? 

DEOs know that the best decisions are informed by both intuitive 
and rational analysis. 

4. Can you easily empathize and connect with others? DEOs have 
a highly refined creative intelligence and instinctively connect 
with others and integrate them into well-defined and heavily 
accessed networks. 

5. Are you driven to take action? DEOs feel an urgency to get 
personally involved, to understand details through their own 
interaction, and to lead by example.They become adept at prior¬ 
itizing and focusing on key tasks, and they often end discussions 
with "What's our deadline?" 


GETTING READY . . . 


Forging a path to continuous innovation within your startup is an on¬ 
going process that builds over the weeks and months to support a sus¬ 
tainable process. With the awareness of your culture and approach (rules 
and habits), you’ll need to empower everyone to be a design thinker and 
adopt the methods of SMART Innovation and creative collaboration. 

To craft your own custom Startup Equation don’t forget to review 
and complete/prepare for the exercises in this chapter: 

• Map Out Your Startup’s Innovation Dimensions 

• Write Out Your Startup Innovation and Rule Statements 

• Develop Design Thinking Capabilities in Your Startup 

• Leverage the SMART Innovation Method to Enable Creative 
Collaboration 

• Take the DEO Quiz—Are You a Natural Born DEO? 
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CHAPTER 


In reality, serendipity accounts for 1% of the blessings we receive in 
life, work, and love. The other 99% is due to our efforts. 

—Peter McWilliams 



The Exponential Power 
oftheX-Factor 


I t was nearly sunrise in the city of Aguascalientes, Peru. We were waiting 
for buses that would take us and about 500 other people to the top of a 
mountain, a mystical place considered sacred by the Incas. To the rest 
of us, we know it as Machu Picchu. The Incas were an amazing civilization 
that only lasted 150 years and in that time built roads, mastered terrace 
agriculture on mountainsides, and engineered cities like Machu Picchu. 

Once we reached the mountaintop, we climbed large, uneven stairs, 
taking time as we climbed to look out at the splendor of the valley. We 
were at an altitude of about 8,500 feet and there was no easy way down. 
As the morning broke and first light entered the valley you could feel the 
power of the place that was part royal living space, part observatory, and 
part place of worship. 


We timed the trip to coincide with Steve’s forty-third birthday, and we 
finished our climb around lunchtime on his birthday. We sat on the top of 
the plateau meditating, reflecting on life, and thinking about what had come 
before and what may lie ahead. It was an incredible moment that will stay 
with us forever, and it wouldn’t have happened if Steve hadn’t set the goal. 

We all have goals of some sort. And some of us even have bucket 
lists. These are things we want to do on this earth before we go some¬ 
where else. Machu Picchu was on Steve’s list. And now there’s a check¬ 
mark in that box. But what motivates people to reach for their goals 
while others remain complacent, even content with mediocrity? 

It’s the same thing that differentiates the successful entrepreneurs 
from the not-so-successful ones. You may have a great idea, a great product. 
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There are many elements that make up a startup, almost all of them are quantifiable or related to the path of building and launching a startup. 
However, there are intangible yet powerful elements that run throughout the life of a startup. They power your ability to surpass others and they 
are the X-Factors or the exponential Factors that give your start up the advantage over everyone else. There are two groups of X-Factor elements: 
Constant and Variable. 
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X-FAaOR (XF) CONSTANT ELEMENTS 


When you think of a startup that is successful, what is it that makes them stand 
out from the others? There are constants that are there throughout the life of the 
company. They embody the culture, come from the vision and even inhabit the 
personalities of people. 

Drive (Xetr) 

Drive is the constant urge to attain a goal or to overcome an obstacle. Drive will 
keep you up at night while your brain turns and turns. Drive will keep you going 
when everything else tails. 

PASsion (Xpa) 

Passion is the emotion you feel when talking or thinking about your business and 
the problems you're helping your client solve. It’s this emotional connection to 
your business that will help keep you fulfilled as a business owner. 

Resilience (Xre) 

Resilience is what we use to overcome adversity. Why do some people fail when 
they come up against obstacles while others thrive in the face of them? It's the 
latter's resilience that aliows them to overcome the fear and quickiy look for ways 
to problem solve. As an entrepreneur, resilience will be your best friend. Though 
everyone has their own level of resilience, it’s absolutely something that can and 
should be built up over time. 

X-FAaOR(XF) VARIABLE ELEMENTS 


Building on the constants that are there In a startup's life are certain variables that 
become Incredibly Important at the right times. These variable elements super¬ 
charge the startup with curiosity and state of mind; and put you at the right place 
and time to take advantage of the right opportunity. 

Curiosity (Xcu) 

Curiosity is having the desire to know something by digging in and exploring. No 
one can teach you to be curious, but they can encourage it, like we encourage you 
to explore It. If you do not know an area of your business, poke around and get to 
know the basics. Want to be a better leader? Become curious about how others 
have done it. Find what piques your interest and b^ln your adventure. 

Place (Xpl) 

You can't ensure you’ll be in the right place at the right time. However, there are 
things that you can do to Improve your odds; Hanging in the same circles as the 
people you want to meet, going to the right events, and building a network can help 
you get to the places you need to be. It’s an element that will take a lot of work, but 
it can also yield many rewards. 


Agility (Xag) 

As entrepreneurs, you will pivot your company many times over the next tew years. 
It may happen because of changes in the market or even when you're able to focus 
in on the customer needs. Being able to do so in a quick and nimble way will allow 
you to stay ahead of the game. Agility means staying lean so that you can move in a 
moment's notice. 

Imagination (Xim) 

Though many people do not consider themselves Imaginative or creative, being 
able to have original ideas will fuel your business, Its products, and how it Interacts 
with its customer base. No one wants to see the same thing over and over again. 

As an entrepreneur, your job is to create something new, something different that 
helps customers solve their problems and come to you as a trusted source. That 
takes some creative thinking on your part. 

Charisma (Xch) 

Having a special appeal that causes people to feel connected and loyal to your 
leadership. It is a strong assuredness and confidence In your vision and being 
approachable. This also includes what Is called “100% focused attention" on the 
person or persons you are speaking with. 


Timing (Xti) 

There are things that come about and seem to hit at just the right time. A lot of what 
helps timing is preparation. If the time is right and you're not ready to move, then 
you miss your chance. However, If you’ve done your homework, then timing will be 
your ally as you build this company. 

State of Mine! (Xst) 

Success Is a mindset. Entrepreneurialism is a mindset. If you're going to do 
anything, it starts first with your thoughts, even before they translate into action. In 
order to grow your business, you have to have the right state of mind to do so. 
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a great team, funding, and many other operational elements, but it’s not 
enough. You also need what we call the X-Factor. 

What do we mean by X-Factors? These are the elements of entre¬ 
preneurship that people do not stress enough, but they have, in some 
instances, more power than the rest of our element table. X-Factors fall 
into two categories: constant and variable. You can see on the elements 
table page there are constants like Drive (Xdr) and Passion (Xpa) and 
variables like Curiosity (Xdr) and Timing (XTi). Of course, there are 
many more, and they may seem obvious requirements for a successful 
startup, but it’s amazing how often they’re overlooked. 

DRIVEN TO SUCCEED 

There’s an ongoing debate around whether Drive (Xdr) can be taught. 
Drive (Xdr) is the constant urge to attain a goal or to overcome an obsta¬ 
cle. It will keep you up at night. It will keep you going when everything 
else fails. A person’s level of passion could determine the level of drive. 
We see something similar in athletes. Dr. Jim Taylor, a psychologist who 
works and studies professional athletes, says, “Professional athletes just 
work as hard as they possibly can. And that drive is usually propelled by 
an intense passion for their sport.” 

Running a business isn’t much different. Writing at the Huffington 
Post, Dr. Taylor also discusses how perspective impacts your drive and ul¬ 
timately your success. Here are a few questions to measure your drive to 
succeed: 

• What are your reasons for selecting this industry? 

• Do you have a sense of ownership over the final product your 
company puts out? 

• How do you define your successes and your failures? 

Every business will have its ups and downs. By asking the right 
questions, you can assess whether or not you have enough drive and pas¬ 
sion to weather the storms that come your way. 

Sylvia Woods, the “Queen of Soul Food,” knows all about drive. She 
needed the drive to build Sylvia’s over the last fifty years. She started 
as a waitress in Harlem at Johnson’s Luncheonette in the ‘50s. He first 
day on the job was also her first day in a restaurant. With the help of her 
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mother mortgaging the family farm, Sylvia bought Johnson’s Luncheon¬ 
ette in 1962. 

From its start as a soul food restaurant, Sylvia’s has grown to in¬ 
clude multiple cookbooks, as well as a food product line. Although her 
food has a lot to do with the success of the business, it was also her pas¬ 
sion for community that helped the business thrive. “If you come alone, 
you’re never going to dine alone,” she said. 

Taking a page from Sylvia’s book, you need to ask the question, 
“What really drives me?” Think about what makes you passionate and in¬ 
clude those elements in your startup. If your motivation is waning, think 
about what roadblocks might be standing in your way. 

Fear,The Past and Perfection 

Many times, people don’t start businesses because they are afraid of 
what might happen. It helps to remember everyone is afraid of some¬ 
thing. People will say “No” to you, but that’s O.K. For every person who 
says “No,” someone else will say “Yes!” 

It’s easy to say, “Let go of the past,” but it’s not always easy to forget 
the mistakes and ignore the expectations. The key is to know what you 
want and go after it. It may not turn out exactly as expected, but if you’re 
flexible, then you may end up with better results. 

Some of you will strive to have everything perfect, even before they 
start. Know this about businesses: They are never perfect. Allow yourself 
to make mistakes. People don’t care if you make them. They just care that 
you own them and accept responsibility. 

Having Drive (Xdr) helps you move forward, but you’ll find it takes 
things like Charisma (Xch) to be that entrepreneurial leader that at¬ 
tracts people to your cause. One entrepreneur we know with both these 
elements is Peter Corbett. Peter started iStrategyLabs in his apartment 
after he got laid off from an agency. If you tried the SpongeBob arcade 
“skill crane” on the Nickelodeon site (the average SpongeBob fan age is 
34) or shot apples out of a cannon from Redd Apple Ale, that was iStrat¬ 
egyLabs. We had the opportunity to talk to Peter about culture, failure, 
charisma, and humility. 

SEQ: Failure is a great teacher. Any advice you'd share that really 
shaped you? 



Corbett; I know there’s this whole sort of tech-scene thing around, like 
celebrating failure and all the rest. Fail fast, etc., 1 think that’s right, but 
I’m not a big, “Hey, let’s fail fast.” I’m more like, “Hey, let’s succeed.” 

The kind of failing fast that we’ve done, and this is really the kind 
that 1 would suggest most people engage in, is non-fatal fast failure, 
which is things that didn’t work, it doesn’t matter that they didn’t work. 
Failing at things that really matter. I’m deathly afraid of that and not in¬ 
terested in it. 

SEQ: What traits or skills separate great entrepreneurs? 

Corbett: One, I think, is charisma. It’s maybe the most important and un¬ 
dervalued and under-appreciated. Charisma can correct a lot of things. 
Charisma can overcome your inability to sell. I think that humility is also 
an under-appreciated characteristic, especially in our hard-driven tech 
start-up culture where we’re supposed to beat our chests all day. I think 
that perseverance is crucial. 1 don’t think you can be an entrepreneur 
without extreme perseverance. 

BOUNCING UP, NOT BOUNCING BACK 

Every startup will experience failure. It’s the risk of becoming an en¬ 
trepreneur. But what happens when you hit rock bottom? What does it 
really take to bounce up? 

At the core of the “Power of Bounce” is Resilience (Xre) and Agility 
(Xag). Resilience (Xre) is what we use to overcome adversity. As an en¬ 
trepreneur, Resilience will be your best friend. You’ll also discover a need 
for Agility (Xag) as an entrepreneur. You’ll pivot your company many 
times over the next few years. It may happen because of changes in the 
market or even when you’re able to focus on what the customer needs. 
Agility (Xag) means staying lean so that you can move at a moment’s no¬ 
tice, even though it may mean admitting things aren’t working. 

But failure can be rough. Though we may learn a ton from a failure, 
there’s a bruise to the ego that occurs, and it’s hard to get past it. Resil¬ 
ient people, however, are characterized by an ability to experience both 
negative and positive emotions, even in difficult or painful situations, 
according to Barbara Fredrickson, PhD, the author of Positivity (Crown 
Archetype, 2009). 


They mourn losses and endure frustrations, but they also find re¬ 
deeming potential or value in most challenges. When we come back from 
a failure, we’re building our resilience. Resilience allows us to look at 
setbacks as minor bumps in the road. It allows us to acknowledge that 
something was tried, and even if the outcome isn’t successful, resilience 
helps us to realize that it may not be our goal that’s the problem, but how 
we’re approaching it. 

EXERCISE; The Resilience Builder 

How do we build up resilience? Here are three ways to get started:’ 

• Create Small Benchmarks: Reexamine your goal.Then, make 
smaller, achievable goals. You'll set yourself up for success, while 
building momentum and resilience. 

• Create a Support Team: It's sounds cliched, but you need to sur¬ 
round yourself with people who have your back. When things 
go wrong, you'll want someone you trust. It needs to be some¬ 
one with the experience to help guide you. Find those people and 
keep them close. 

• Sharpen Your Creative Problem Solving Skills: There are always a 
plethora of solutions to a problem. Your job is not to find one, but 
to find the best one. When challenges arise, allow yourself to de¬ 
velop different strategies to test.This will help you focus on solv¬ 
ing problems and better prepare you for the big ones that come 
your way. 


CURIOSITY KILLED THE BAD IDEA 

Albert Einstein famously said, “I have no special talents. I am only pas¬ 
sionately curious.” When you think of curiosity everyone thinks of cats 
or kids going places they prohahly shouldn’t. We like to think of Curios¬ 
ity (Xcu) as having the desire to know something hy digging in and ex¬ 
ploring. 

In the Harvard Business Review, Tomas Chamorro-Premuzic had an arti¬ 
cle titled, “Curiosity Is as Important as Intelligence.”^ He poses the question: 
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why are some people more able to manage complexity? Chamorro- 
Premuzic believes that although complexity is context-dependent, it’s 
also determined by a person’s disposition. He proposes three different 
psychological qualities that enhance our ability to manage complexity 
and the last one is the one that really caught our interest. 

Complexity Measurement #1 (IQ): “IQ stands for intellectual quo¬ 
tient and refers to mental ability. The main reason is that higher lev¬ 
els of IQ enable people to learn and solve novel problems faster. In 
fact, IQ is a much stronger predictor of performance on complex 
tasks than on simple ones.” 

Complexity Measurement #2 (EQ): “EQ stands for emotional quo¬ 
tient and concerns our ability to perceive, control, and express emo¬ 
tions. EQ relates to complexity management in three main ways. 
First, individuals with higher EQ are less susceptible to stress and 
anxiety. Second, EQ is a key ingredient of interpersonal skills, which 
means that people with higher EQare better equipped to navigate 
complex organizational politics and advance in their careers. Third, 
people with higher EQ tend to be more entrepreneurial, so they are 
more proactive at exploiting opportunities, taking risks, and turning 
creative ideas into actual innovations.” 

While IQ is great for intelligence, and EQis great for leadership 
and entrepreneurship, number three trumps them all. 

Complexity Measurement #3 (CQ): Curiosity quotient is a term 
originallyput forth by author and journalist Thomas L. Friedman as 
part of an illustrative formula to explain how individuals can be pow¬ 
erfully motivated to learn about a personally interesting subject, 
whether or not they possess a particularly high intelligence quotient 
(IQ). The non-mathematical and fictitious formula is [ [CQ + PQ > IQ] ]; 
where CQis “Curiosity quotient” and PQis “Passion quotient,” and ac¬ 
cording to Chamorro-Premuzic, “CQ concerns having a hungry mind.”^ 

He theorizes that “people with higher CQ are more inquisitive and 
open to new experiences. They find novelty exciting and are quickly 
bored with routine. They tend to generate many original ideas and are 
counter-conformist. It has not been as deeply studied as EQand IQ, but 
there’s some evidence to suggest it is just as important when it comes to 
managing complexity in two major ways. First, individuals with higher 
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CQ are generally more tolerant of ambiguity. This nuanced, sophisti¬ 
cated, subtle thinking style defines the very essence of complexity. Sec¬ 
ond, CQ leads to higher levels of intellectual investment and knowledge 
acquisition over time, especially in formal domains of education, such as 
science and art (note: this is of course different from IQ’s measurement 
of raw intellectual horsepower). Knowledge and expertise, much like ex¬ 
perience, translate complex situations into familiar ones, so CQis the ul¬ 
timate tool to produce simple solutions for complex problems.”^ 

EXERCISE; Finding Your Curiosity Quotient 

While no one can teach you to be curious, they can encourage it, like 

we encourage you to explore it. Find what captures your interest and 

begin your adventure. Start by measuring your"Curiosity quotient:" 

1 . Explore Routes to New Opportunities. A curious mind attracts 
new opportunities that are often overlooked by an incurious 
mind.Take a situation and come up with five different ways to 
you could reinvent a specific idea or process. 

2. Ask For More. Understand that you don't know everything. 

Statistics say that forty-two percent of college graduates never 
read another book after college. As we grow up we tend to 
assume that we know everything and there is nothing more to 
learn.To stay mentally agile, make it a point to make learning a 
lifelong goal.^ 

3. Observe and Explore. Use all your senses to understand the 
people and the world around you. We can be as receptive as the 
sponge soaking in more and more information from our sur¬ 
roundings. One way to strengthen our receptiveness is by asking 
questions.® 

4. Experiment on New Things. Dabble in different things. Having 
eclectic tastes and interests makes life more exciting. We all expe¬ 
rience some level of resistance while trying something new.The 
only difference is that curious people break through this barrier 
more easily by entering the unfamiliar territory often. Persistent 
practice helps.^ 



A STARTUP STATE OF MIND 


Both of us have spent our lives as entrepreneurs and helping other entre¬ 
preneurs. Along the way, we’ve discovered an invisible divide between cer¬ 
tain entrepreneurs. Some have an entrepreneurial mindset, while others 
view their business as a job. Instead of taking a job and working for some¬ 
one else, they created a job for themselves and are equally miserable. 

Before you even begin your business, we strongly recommend ask¬ 
ing, “Why am I doing this?” As an entrepreneur, your mission has to be 
about something bigger than yourself. It has to be a driving force in your 
life, otherwise it won’t work, and you’ll be left with just a job. 

EXERCISE; Getting a Startup State of Mind 

You need to find the perspective around being an entrepreneur that 

works for you. But how does one actualiy gain that perspective? Start 

with these simpie steps: 

• Create a Mission: You want to run your startup, but you've reaiiy 
been doing itforthe money. Maybe it'sforfreedom.They'reaii 
good reasons, but they won't last. So, create a mission for your- 
seif Find something that you want to change.Then, when you feel 
bogged down with the minutiae, you can revisit this mission to 
refocus. 

• Empathize: Many times as companies grow their startups, they 
lose sight of the customer. Look for ways to connect with your cus¬ 
tomers and empathize with them.Taik to them. Visit them, and iet 
them be the fuei for your future progress. 

• Focus: As an entrepreneur, it's very easy to get caught up in chas¬ 
ing shiny objects that may or may not heip you grow your busi¬ 
ness. instead, focus on what you want to grow. Check smailer 
benchmarks within that uitimate goal. And remember to focus on 
one business at a time. If you try to do too much, you'll dilute your 
brand and your focus. 


An entrepreneur who knows about keeping a startup state of mind 
is Jeff Pulver. A co-founder of Vonage, the VON conferences, and the 


140Conf. He’s invested in many, including early investments in com¬ 
panies like Twitter. Jeff still remains an active angel investor. We had 
a chance to chat about his adventures and how startups are like rock 
bands. 

SEQ; What role has Resilience (Xre) played in your entrepreneurship? 

Pulver: In my case, you’re talking to the Forrest Gump of communication. 
I’ll never be critical if someone doesn’t have the background to be suc¬ 
cessful in a certain area because I never did, and I believe that ignorance 
is a beautiful thing, no excuse but it’s a beautiful thing because when you 
don’t know you can’t do something, anything in the world becomes pos¬ 
sible. There are no boundaries, there’s no “no,” it’s only “can.” You just 
have to figure out how. 

I kind of embrace that stuff. So, frankly, for me it’s about drive and 
it’s about fun, and it’s about enjoying the ride. You may never actually 
solve the problem but you’ll discover something else along the way and 
there’s inherently a serendipity and synchronicity associated with al¬ 
most everything I do. 

SEQ; It's funny you mentioned serendipity, that was actually my next ques¬ 
tion. What are your thoughts on the concept of serendipity? 

Pulver: I think that serendipity is something that you can enhance. I 
think that when opportunity knocks you should open the damn door 
and maybe be there, not to walk away from it, to walk into it. When you 
become aware of your own flow you need to be inside of it in order to 
benefit from it but if you stay away from where the action it, the action 
may never find you. I think that when you become more aware of who 
you are and more aware of who’s around you, you can much better appre¬ 
ciate the chance to leverage life moments. If you’re noticing lots of coin¬ 
cidences happening in your life. I’ll just postulate that maybe it’s not a 
coincidence at all. 


SERENDIPITY NDT INCLUDED 


Let’s say you run into a friend you haven’t seen in a while. Both of you 
became entrepreneurs around the same time and have shared war sto¬ 
ries in the past. She shares with you that she recently sold her company 
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and is starting something else. She explains how it came about and how 
she was at the right place at the right time. As you both wave goodbye, 
you wonder, “How did this happen? Why hasn’t something like this hap¬ 
pened to me?” What did she do differently that led to her cashing out 
while you’re still trying to build something and exit? How did she get so 
lucky? The truth is, she didn’t. 

EXERCISE; Enabling Serendipity 

Luck and serendipity are not things that you either have or you don't. 

They're the resuit of being prepared for the right moment. Those mo¬ 
ments won't exist unless you do thefoiiowing: 

• Know What You Want: Have you noticed that when you know 
what you want or need, it's easier to find it? Many times we floun¬ 
der and do not get what we need because we're not clear enough 
with ourseives when it comes to outcomes.Take a minute, and 
breathe. Now, figure out what it is that you realiy want to make 
happen. 

• Get Out: As an entrepreneur, it's very easy to get into the trenches 
with your work and keep your head down. The probiem with that 
approach? You'ii never be abie to network and make the connec¬ 
tions you need in order to achieve what you want. On the flip side, 
you may be headed out to events, but they may be the wrong 
events for you.Take the time to know peopieand buiid reiation- 
ships. Heip them and see if they can connect you with network¬ 
ing connectors. This group speciaiizes in creating serendipity for 
peopie. 

• KnowThatYou Can: There are people that think that they're lucky, 
but they're in the minority. Know this: You create your own iuck 
and serendipity. Let go of your past. Get into that entrepreneuriai 
state of mind and know that you can AND deserve to have it. 


Serendipity comes to those who are open and ready for it. It comes 
to those who make it happen and are prepared to accept it. But you 
need to be true to yourself. Jonathan Fields, one of our good friends, 
has explored what it takes to be true to yourself and live a good life. He 
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happens to be an entrepreneur who knows and understand the X-Factor 
elements from firsthand experience. Currently, he hosts a fantastic se¬ 
ries called the “Good Life Project” where he interviews people from all 
walks of life and explores a simple question: What makes a good life? 
We sat down to discuss things like uncertainty, passion, and serendipity. 

SEQ: As an entrepreneur, you face uncertainty almost on a daily basis. What 
have you seen people do to deal with that uncertainty? 

Fields: There are a couple things. Number one, what most people do, and 
this includes entrepreneurs, is nothing. They just suffer. The reason they 
do that is because they make a wrong assumption, and that assumption 
is that you’re either wired with the ability to go to that place and be okay, 
or you’re not. If you’re not, you just have to deal with and you have to live 
in pain all the time. 

1 got curious about whether that’s trainable, or whether it’s genetic. 
If it was trainable, how? It is indeed trainable. I started to drill into a lot 
of the practices and the strategies and things that people were doing to 
train it. There are a whole bunch of different things. 

For me, under the umbrella, one of the most powerful things has 
been developing a mindfulness practice. Mindfulness is a very funda¬ 
mental form of meditation that literally rewires your brain, rewires your 
cognitive function, amps your creativity. At the same time, it allows you 
to find a much more sustained sense of equanimity and clarity in the face 
of high levels of sustained uncertainty and stress. It’s a really powerful 
tool for entrepreneurs. 

One of the biggest challenges that we have as entrepreneurs is mind 
chatter. Especially a huge amount of negative self talk in the face of un¬ 
certainty and risk. Two big things that you spin in your head are, “I’m not 
good enough,” and, “It’s not good enough.” You just keep rotating those 
over and over and over. Those become your default mode, and they be¬ 
come your truth eventually, when in fact very often they have no basis 
in reality or fact. 

SEQ: How much do you think serendipity plays into it? Place, timing, 
all of that? 

Fields: I think it’s actually a lot more than most people give credit for. 
I’m not somebody that says luck is all about planning. I wish it was. That 



means you also have to take the negative with the positive, and all the 
horrible things, and take ownership. I think you do have to take owner¬ 
ship of a huge amount of your success. 1 also think serendipity can touch 
down in ways that are completely unforeseen and foreseeable. Your job is 
to simply be open to the notion that can happen. 


GETTING READY . . . 


The X-Factors are incredibly powerful yet intangible elements in the 
Startup Equation. While not every person has all the elements required 
to lead, we’re certain you possess at least some of them. You wouldn’t be 
an entrepreneur without them. 


To ensure you have reviewed your X-Factor capabilities, make sure 
you complete the exercises we went through in this chapter: 

• The Resilience Builder 

• Finding Your Curiosity Quotient 

• Getting a Startup State of Mind 

• Enabling Serendipity 

As we wrap up these equation elements, we are left with a big ques¬ 
tion: What is a great startup? It is yours, of course. In the next section, 
we bring everything together and help you finalize your unique startup 
equation. 

You ready to build your own Startup Equation? Let’s go ... 
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We’ve reached an exciting point in your startup journey. For seventeen 
chapters, we’ve been building to this moment. You’ve gotten a healthy 
dose of practical advice, plenty of stories from successful entrepreneurs, 
and knowledge about the nuts and bolts of starting a business. It’s time 
to begin mapping your startup’s course into the unknown. We think of it 
as “Choose Your Adventure—The Entrepreneur Edition.” 

Our journey started with the future of entrepreneurship, followed 
by an introduction to startup cities and the six forces igniting the new 
Industrial Revolution. From there, we explored the phases of building, 
crafting, and growing your business that culminated with the Startup 
Equation. It captures the essential functions and elements essential to 
building a successful startup. 

In the chapter ahead you will review the Startup Equation and all 
of the elements. We will introduce the heart of this book, the Startup 


Equation Elements Design, or SEED, Board. This includes an overview 
that takes you through completing the SEED Board step-by-step. As part 
of this, you need to complete the exercises in each of the equation chap¬ 
ters. Once we are done walking you through the use of the SEED Board 
we will mention some examples of startups where the SEED Board can be 
applied. We also provide you with a blank version you can copy and draft 
many versions of as you go forward. As a result of completing the SEED 
Board you’ll end up with a personalized Startup Equation that fits your 
chosen startup adventure. 

Remember that going on an adventure should be a discovery, and 
like most adventures, you often don’t know you’re living one until you’re 
right in the middle of it. 


So let’s go!! 
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CHAPTER 


Do not follow where the path may lead. 

Go instead where there is no path and leave a trail. 

—Jonathan Swift 



Choose Your Own Adventure 


G rowing up, Steve consumed books at a steady clip with weekly vis¬ 
its to the library. For a stretch of time, his favorite books were the 
young adult “Choose Your Own Adventure” novels. Usually a mys¬ 
tery or suspense story, these books pulled readers in and let them guide 
the story’s direction with choices. Based on your choice (e.g., “go out 
the door and run” or “turn and fight”), the reader would then turn to the 
directed page to continue the story. 

It wasn’t unusual for a choice to lead to a spectacular death by 
misadventure. However, if you chose the right path, the story con¬ 
tinued towards a “happy” ending. In many cases you would reach a 
certain ending and start reading all of the pages to figure out the end¬ 
ing. If only life was like that. But overall, readers were active partici¬ 


pants. And it’s from these books that we drew our inspiration for this 
book. 

The core message of this book is that your startup is your adventure. 
There are many choices to make. Some will lead you to mistakes and fail¬ 
ures that you will learn from while others will take you down the path 
of success. And while ultimately the choices you make are up to you, we 
hope that by leveraging the Startup Equation you will have more knowl¬ 
edge and better understanding, so that when you are presented with dif¬ 
ferent choices this book will help you create the startup and ultimately 
the business you have always dreamed of having. 

Are you ready to embark on this final chapter and begin your journey? 

Awesome. Let’s get started ... 
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ONE EQUATION TO RULE THEM ALL 

Yes, you’ve got an idea for a business. Some of us have lots of them. But it’s 
not easy to separate the good from the bad or see the best path forward 
to turn the good into a real business. Regardless of their success, every 
entrepreneur we talked to wished they could execute better and feel 
more confident about the path their startup should take. They also ex¬ 
pressed frustration about how hard it is to pull together everything they 
needed to learn to build their startup. 

These insights made us look hard at the traditional flow and struc¬ 
ture of how startups are buUt, operated, and grown into healthy operating 
companies. We started to see repeatable patterns: 

• The kinds of startups 

• How products and experiences were built 

• How teams were assembled 

• Sales and marketing tactics 

• The scaling and innovation required to sustain growth 

These patterns formed the structure for the Startup Equation. 


Building the Foundation 

The foundational elements in this portion of the equation are the bedrock 
of any startup ((Entrepreneur x Idea) + Solution). Too often, we heard 
stories about entrepreneurs with great ideas who stumbled early on be¬ 
cause they didn’t address these elements at the start. 

To make the most of your idea, you need to understand who you are, 
what skills you bring to the table, and why you want to start a business 
(Entrepreneur (En)). Then, you multiply that with the concept or vision 
you have for the business (Idea (Id)). Together they’re combined and ap¬ 
plied to how you will actually build your startup (Solution (So)). 

Crafting the Experience 

A business is only as good as the experience. This rule applies to both em¬ 
ployees and customers. In this part of the equation (((Culture + Team) x 
Customer Experience) x Brand), we look for answers that will help you 
craft the experience that you want people to have when they choose your 
business. First, look inward to who should be a part of a startup’s core and 
extended Team (Te). It’s then time to build the company Culture (Cu) 


The Startup Equation 

((En(ld))+So)>'+((Cu(Te+Ce))Br)>'+(((Fn(Sa+Ma))Sc)ln)>' 

I_I I_I I_I 

Foundation Experience 6rowth 
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through various core and additive elements followed hy an exploration 
of what makes a great Customer Experience (Ce) through various pro¬ 
grams and testing elements. All of this is multiplied, or rather amplified, 
by building a stellar Brand (Br) experience that leverages the identity 
and senses elements that communicate the experience customers and 
employees should expect from your startup. 


Growing the Dream 

A successful business only has value if you’ve built something that can 
survive without you for stretches of time. The part of the equation 
(((Funding x (Marketing + Sales)) x Scaling) x Continuous Innovation)) 
X The X-Factors) focuses on finding answers that will help you grow and 
scale your startup. It starts with the core and model Funding (Fn) ele¬ 
ments available to startups based on goals and size. 

We then look to more operational functions with Marketing (Ma) 
programs and channels to attract customers and, by connection. Sales 
(Sa) channels and campaigns to close and retain them. Those elements 
are then multiplied by core and measurement Scaling (Sc) elements. In 
turn all are multiplied by the method and engine elements that under¬ 
pin continuous Innovation (In). Finally, the entire equation for all of the 
functions is amplified by our “eXponent” or X-Factors (Xf) through 
the core and additive elements that drive a startup to success. 

We recognize that the equation is not a silver bullet for every startup 
issue. But many of the entrepreneurs we interviewed and studied made 
it clear there should be a better way to learn startup best practices and 
how to apply the knowledge gained from failing. They would say, “There 
are all these business concepts, but it’s hard to know how to apply them.” 
Based on this feedback and observation, we consider the equation key to 
a much larger framework that entrepreneurs of all kinds could leverage. 


•jyiF. El.tME.INT3 
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THE ELEMENTS OF STARTUP SUCCESS 


when we reviewed all the elements needed for the Startup Equation, it was clear that we needed a structure that would let you see all the elements in one 
place and their relationship to each other. The result: our Periodic Table of Startup Elements. We’ve grouped elements using distinct colors and their re¬ 
spective relationship to the major functions in the equation (e.g., En, Te, Cu). The use of a Table of Elements in modern science is used as part of a struc¬ 
ture of basic laboratory techniques, theory, terminology, and the experimental method. As we dive into applying the elements we wiU also incorporate 
concepts such as activating agents and special mixes to frame and focus your use of The Startup Equation and the Startup Periodic Table of Elements. 

((En(Id))+So)^+((Cu(Te+Ce))Br)^+(((Fn(Sa+IMa))Sc)ln)^ 
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TWO QUESTIONS YOU MUST ASK 


when building your startup, there are two vital questions that you must 
ask yourself: 

• How is this startup different? 

• How do 1 want this business to grow? 

If you’re just like everyone else, it’s all but impossible for you to build 
a business. However, by focusing on finding opportunities untapped by 
others, you’ll discover your path to startup success. These opportunities 
can manifest themselves in a few ways, including: 

• The way you do business 

• The creation of a new market segment 

• The creation of a market ecosystem 

By allowing yourself to explore ways to be different, you can dis¬ 
cover where the true opportunity lies. 




QUESTION 1: HOW IS THIS STARTUP DIFFERENT? 

You have this amazing idea for your startup, nut really 
why is it different? Differentiation is key to really 
evaluating your business's potential to create barriers 
of entry for competitors. Most likely you have 
competitors in some shape or form, so you will need 
to address how you are different from them and why 
your business stands out. 
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The answer to the second question doesn’t always come as easily be¬ 
cause people and startups change. However, as the founder, you set the 
direction of the ship. Even if you can only forecast the next three years, 
it will provide you with the ability to look at your business from a macro 
level and assess potential ways to scale it. 

As you consider how to grow, here are some additional issues you’ll 
want to address: 

• As we scale, what is the one thing that cannot change about the 
business? 

• How can we get our team involved in the process? 

• What milestones do we want to hit 1-3 years from now? 

Scaling remains an exercise in flexibility for a startup. Many vari¬ 
ables can change your scaling strategy. However, if you know where you 
want to go and keep your company focused, it becomes much easier to 
find the right way to scale. 





/ 




THE SEED BOARD—WHERE THE RUBBER HITS THE ROAD 

We’ve spent this entire book taking you through a journey of new ideas, new concepts, and an equation to frame your startup with the necessary el¬ 
ements to power it. To help you get a true sense of the scope of what you have learned and can apply to your startup, on the following page we intro¬ 
duce what we call the SEED Board. The SEED Board stands for “Startup Equation Elements Design” or SEED for short. This board is where the Startup 
Equation comes together to help you map out your startup. You SHOULD use this AFTER you have finished the exercises in the respective chapters 
but you can try and do it without that preparation. It just might require more time. Let’s explore the high-level parts of the SEED Board and what you 
will be reviewing on the next few pages. 
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explore scaling each of those ele¬ 
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This part dives into answering ques¬ 
tions related to the “Growing the 
Dream” part of The Startup Equa¬ 
tion. It then challenges you to explore 
scaling each of those elements. 
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STEP l:AnsweringTheTwoQuestions 

Since we just covered the topic of “The Two Questions,” they should be fresh in your mind. Before you dive into using the elements, test your choices 
based on the answers you’ve discovered about what makes your startup different and how you want to build it. 




TWO QUESTIONS ANSWER THE “TWO QUESTIONS” 

QUESTION]: DIFFERENTIATION 


HOW IS THIS STARTUP 
DIFFERENT? 


Why is your startup different? Dif¬ 
ferentiation is key to really evaluating 
your business's potential to create 
barriers of entry for competitors. 




QUESTION 2: SCALE 
WHERE DO I WANT THIS 
BUSINESS TO GO? 


What type of business do you u/ant 
to build? This will impact u/hat 
kind of team you build, if you need 
funding, how/if you scale, etc. 


STEP 2: Building the Foundation 
\Nhats the Name of your Startup? 

There is so much in a name. And it may change but you should have a 
name for your startup. So write that in the space provided. 

What Makes You Unique as an Entrepreneur (En)? 

Becoming an entrepreneur starts with knowing yourself and what you 
really want out of building a business. As we get to our first element you are 
asked to write out how you are unique and contribute to your success 
as an entreprenur. You also must select an Entrepreneur (En) element 
from the Type and Approach sub-groups. To help you with this, complete 
the exercises in Chapter 5 like “Discover Your Personal Entrepreneurship 
Approach and Type.” 

So What's Your Big Idea (Id)? 

Ideas are fleeting unless we decide to make them a reality. In the Idea 
(Id) element section you will write out your business idea and identify 
two idea “Generations” you used or will use to work through and refine 
your idea. To help you with this, complete the exercises in Chapter 6 like 
“Fine Tuning Your Idea” and “Unique Snowflake.” 


What is the name of your startup? 
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STEP 2: Building the Foundation (Cont.) 

Define and Refine Your Solution (So) 

At this point in your startup journey, you probably have a good idea of 
what you want your business to be and how it might be different and 
valuable. Completing the following exercises in Chapter 7 will help with 
answering the questions in this part of the SEED Board. 

• Forming Your Mission 

• Craft Your Own BASE Board 

• Identifying Your Business Approach and Structure 

• Create Your Eirst Financial Model 

• Creating Your MVP 

Understand the Opportunity and Market 

In order to focus on the right solution, you must understand the oppor¬ 
tunity. In this section you will fill in the spaces with a short description 
of the opportunity you are looking to address. This is the reason you are 
doing this startup and is a driving factor. You will also fill in the markets 
or customer segements you will serve. 

Offerings andMVPs 

In this section you will write out one or two products and/or services that 
your startup will offer customers. In order to get something launched 
you will need to create an MVP and you should write a short description 
of that MVP in order to get customer traction. 

Approaches 

In order to sell your product to customers you will need to decide on the 
approaches you will use. This includes approaches like Fixed Retail (Fix), 
Pop-up/Mobile Retail (Pop), Physical Product (Prd), Online Presence 
(Web), Mobile App (App), E-commerce (Ecm), and Franchise (Fra). 

Once you are done with this part of the SEED Board, you will have 
completed the “Building the Foundation” component. Now let’s move 
onto the next step, “Crafting the Experience”. 


To help with completing this part, finish the exercises in ^ 
jOlUIlOn ViO; chapter 7, especially the ‘BASE Board' Exercise. 


Opportunity 

Opportunity you will address: 


Market(s) 

Market(s) you will serve: 


This is the reason you 
are doing this startup. 


Customer Segments 
e.g., Healthcare 


Offerings 

OFFERING #1: 

Primary oroduct/service: 

This is the main thing 
your company will sell. 

OFFERING #2: 

Secondary oroduct/service: 

This is something you 
want to eventually offer. 


MVPs 

OFFERING 111 NVP: 

MVP description of Offering il: 

e.g., What you need to 
get customer traction 

OFFERING #2 MVP: 

MVP description of Offerine #2: 

e.g., What you need to 
get customer traction 


Approaches 


Select a primary and 
secondary approach 
your startup will take 
to sell to customers. 

\ _ 


Approach #1 


Approach #2 


ELE 

e.g.. Fixed 
Space 


ELE 

e.g.. Mo¬ 
bile App 
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STEP 3: Crafting the Experience 

Now that you have begun to huild the foundation, you need to think 
about how to craft an amazing experience. You will note that in this 
group there are four primary functions—Customer Experience (Ce), 
Team (Te), Culture (Cu) and Brand (Br). These elements explore how it 
is not just important to build a product and put it out there but to craft 
an experience within the company and the way customers perceive and 
experience the company too. 

Building a Culture (Cu) of WOW 

Building a Culture of WOW doesn’t happen by accident. It takes commit¬ 
ment to build something greater. Here you wiU need to describe your culture 
in four (4) words or less. This is the mantra that defines your culture. You will 
also select two core and two additive culture elements that support your 
culture priorities. To help you with this, complete the exercises in Chap¬ 
ter 8 like “Setting Your Core Values” and “Crafting Your Startup Culture.” 

Rewards of Great Teams (Te) 

Great teams can transform your company. However, from the founding 
team to scaling up, it’s critical to find the right mix. Here you will iden¬ 
tify your minimum viable team now and who is needed in six months. 
To help you with this, complete the exercises in Chapter 8 like “Which 
Member of the Startup Team Are You?” and “Design Your Minimum Vi¬ 
able Team or MVT.” 

Creating Great Customer Experiences (Ce) 

Going beyond an MVP you need to craft a stellar customer experience. 
You must identify the program elements to work on and the benchmarks 
you will measure (analytics, SUS scores). To help you with this, complete 
the exercises in Chapter 10 like “Prototype Your Minimum Delightful 
Product” among many others. 

The New Brand (Br) Order 

Brand is about identity and differentation. Here you will write out your 
brand position statement and select elements in the Senses sub-group to 
focus on over the next six months. To help you with this, complete the 
exercises in Chapter 11 like “Draft Basic Brand Positioning” among others. 
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CRARING THE EXPERIENCE 

Complete exercises in their respective chapters. Complete sections and select elements 
below for the CRAFTING equation functions. 


Culture (Cu) 

Describe your culture 
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culture 

1-ADDITIVE—1 

1 AOMTIVEElENnTS 1 

V 


_^_ J 



W CORE TEAM 


leamiic) 

^1 

Identity your core 1 

minmum viable team 
(MVT) and extended 
team. Also, identity 
who is needed in the 
next six months 

ELE 


ELE 

Name"*^*' 

ELE 

Mame“*^*' ' 

ELE 

Name"^” 

ELE 

Name'^"' 

ELE 

Name"”^" 


V. 


-N 




Cust Exp (Ce) 

Identify the program el¬ 
ements you mil mrt on 
over Ihe next six months 
and list the benchmarks 
you will measure. 


PROGRAM 


ELE ELE ElE 

ELE ELE ElE 


List the Cust Exo Benchmarks m are 

measurine: 

These can be ^nal^tics, 
SUS scores, surveys, 
frequency of iteration, 
etc. 







































































STEP 5: Growing the Dream 

In this phase, Growing the Dream, we focus on finding answers 
that will help you grow and scale your startup. We begin with 
Funding (Fn) and then discuss more operational functions 
with Marketing (Ma) and Sales (Sa). We then discuss Innova¬ 
tion (In) within your startup. 

No Funding (Fn), No Excuses 

You will need funding to huild your business and you should 
state your differentiation and why you should get funded. You 
also need to select two elements from the cluster and program 
element sub-groups to support your funding efforts. To help 
you with this, complete the exercises in Chapter 12 like “Select 
Funding Strategies that Fit Your Startup”. 

Startup Marketing (Ma) Alchemy 

To focus your efforts on crafting a marketing program that will 
bring customers into the funnel use the SEED to define one 
marketing goal and a date to achieve it. Also select two program 
and two channel elements to utilize. Also, complete the exer¬ 
cises in Chapter 13 like “Building Your Marketing Strategy Mix” 
in addition to many others. 

The ROI of Happy Customers 

To focus your efforts on building a sales engine that goes be¬ 
yond initial customers, use the SEED board to define one sales 
goal and a date to achieve it. Also select two challenge and two 
program elements you will utilize. Also complete exercises in 
Chapter 14 like “Design Your Initial Sales Campaign” in addi¬ 
tion to many others. 

Aiways Be innovating (in) 

Making continuous innovation integral to your startup is an on¬ 
going process. Use the SEED board to name one way you plan on 
innovating and a method and engine element you will use to ex¬ 
ecute on. Also complete the exercises in Chapter 16 like “Lever¬ 
age the SMART Innovation Method” among the many others. 




State whr you should set funded: 

This is about real differen¬ 
tiation and why investors 
want to invest in you and 
your company. 




GROWING THE DREAM 

Complete exercises in their respective chapters. Complete sections and select elements 
^ below for the GROWI NG equation functions. 

Funding (Fn) 

Describe why investors 
would want to fund pur 
company, identify two 
(2) cluster and two (2) 
program etements that 
pu will use. 



Marketing (Ma) 

Define a marketing goal 
and a date to achieve it 
along with two program 
and channel elements 
that pu will use. 


Define one marketing goal and a date 

to achieve it bv: 

Focus on a goal that brings 
customers into the funnel 
and ready to buy. 



Saies(Sa) 

Define a sales goal and a 
date to achieve it along 
with two channel and 
campaign elements that 
pu will use. 


Define one sales goal and a date to 

achieve it bv: 


Consider how you will sell 
and convert the prospect 
into a customer. 





Innovation (In) 

Name one waypu plan 
on innovating pur 
industry and one method 
and one engine element 
that will support this 
initiative. 


Name one wav you plan on 

innovating vour industry: 


This goes back to differen¬ 
tiation but continuing to 
stay ahead of the game. 



CHOOSE YOUR OWN AOVENTURE 
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STEPS 4 & 6: Scaling (Sc) the Business 

In the full SEED Board you will see Step 3 (Crafting the Experience) and 
Step 5 (Growing the Dream) have right side columns that are presented be¬ 
low. These are Steps 4 and 6, respectively, and extend the indvidual Startup 
Equation functions into the strategy of how you will scale each one. 


Scale (Sc) 



Scale each element with one (1} program 
and one (1) inemire elemeni [Vrite out 
how you that element 

H ow will you scale this eleme nts 

Consider hou/ gou scale 
your startup culture 

Date Complete: 


How will you scale this element? 

Consider hou/ you scale a 
team 

Date Complete: 


How will m scale this element? 
Consider hou/ you scale 
customer experience 
Date Complete: 


How will mu scale this element? 
Consider hou/ you scale a 
brand 
Date Complete: 
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On the SEED Board you will complete instructions for the the respective 
function (e.g., Culture) first and then you will write in the box how you 
will scale that startup function along with a date to complete it. You will 
also select a Scale (Sc) Program and Measure element. We highly recom¬ 
mend you review Chapter 15 and complete all of the exercises. 


Crslo element with one il) program 

' * and one (I) measure elemeni. Wide out 

how you scale that element. 



How will mu scale this element? 

Consider hou/ you fund 
your scaling efforts 
Date Complete: 



How will you scale this element? 

Consider hou/ you scale 
your marketing programs 
and channels 

Date Complete: 


How will you scale this element’ 

Consider hou/ you scale 
your sales channels and 
campaigns 

Date Complete: 


How will mu scale this element^ 

Consider hou/ you scale 
your innovation efforts 

Date Complete: 















































STEP 7: Powering the X-factor (Xf) 

The X-Factors are an incredibly powerful, yet intangible, function of the 
Startup Equation. These are those things that successful entprereneurs 
possess but you can’t really quantify. While no person has all the ele¬ 
ments, we’re certain you possess at least some of them. We firmly believe 
you have it within you to also develop more of them, but it takes focus. 


In the section below you will identify two constant and one variable 
X-Factor elements that you currently have and two constant and one 
variable you will work on. You will also state why you will work on those 
specifically. Also, we recommend completing the exercises in Chapter 17 
such as "Getting a Startup State of Mind,” “Finding Your Curiosity Quo¬ 
tient” among others. 


X-Factors (Xf) 

Identify two (2) 'constant' elements and 
one (I) ‘variable’ element that you have 
currently and one (I) of each that you will 
work on over the next six months. Also 
provide the reason why you are working on 
these particular elements right now. 


Current 

X-Factors: 

X-Factors 
to work onr 



State why vou want to work on these X-Factors. 


This can be about personal 
growrth as an entrepreneur 
but it can also be about 
weaving this into the DNA of 
the company 


STEP 8: Charting your Startup Equation (SEQ) Roadmap 

At this point in the SEED Board you have reached Step 8, which is about commitment and execution. The intent here is to lay out a roadmap. Review 
each of the steps of the SEED board that you filled out with various descriptions and goals. For each function of the equation you will identify a mile¬ 
stone that is achievable within the next six months. The point here is focus and execution. There might be many milestones but the one that is top of 
the list or most important you should list here along with a date to complete the milestone. This also makes the SEED Board a living strategy map that 
you can do often and update to track your progress but also to set new goals and milestones as your startup grows into a full-fledged business. 


Entrepreneur (En) 

Milestone: 

e.g., Deciding on your 

Approach 

Date Complete: 


Team (Te) 

Milestone: 

e.g., Hire Engineer 
Date Complete: 

^Marketing (Ma) 

Milestone: 


e.g., Growth Hacking Prgm 


Date Complete: 





^Solution (So) 

Milestone: 

e.g., strategy for Ap¬ 
proaches 
. Date Complete: 

\ 

J 


' Brand (Br) 

Milestone: 


e.g.. Finalize Logo 

Date Complete: 

J 


^Innovation (In) 

Milestone: 


e.g.. Design Think Process 

Date Complete: 

/ 


^Customer Experience (Ce) ^ 

Milestone: 

e.g.. Finish prototype 
Date Complete: 

V___ y 



p{-Fa(tors(Xf) 


Milestone: 


e.g.. Passion Statement 

Date Complete: 

V- 

J 


CHOOSE YOUR OWN ADVENTURE 
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STARTUP PLAYBOOK PLAYS 


Now that you have had a chance to see the SEED Board broken down in its components and explained, you might be wonder¬ 
ing how this might be applied in various scenarios. To get your brain moving we have come up with eight foundation "plays” 
that leverage the SEED Board. Please visit TheStartupEquation.com to see how the SEED Board is used in these. 


EXCHANGE (BROKERAGE/HARKETPUCE) 

This type of play is a startup that utilizes a digital commerce platform as its 
primary strategy. The products sold can tje almost anything and it utilizes 
existing distribution channels and technologes to focus on their market and 
differentiators. An example could be a startup that links small, product retailers 
to a global marketspace with a focus on home and office consumer goods that 
have a personalized touch. The startup leverages emerging talent across the 
web and offers a market space for their work. 

DiSTRBUTOR GOODS &SVCS 

This type of play is a startup with a brick-and-mortar storefront that sells direct 
to consumers. The differentiator to this startup play is the collaborative work 
with product and manufacturing firms to develop and market a range of goods 
each quarter. An example of a startup using this model could be offering a mix 
of seasonal styles from chic to modern that is still affordable at a variety of 
price ranges. This is through establishing ties with a variety of different 
manufacturers and established storefronts. 

THE FRANCHISEE 

This type of play is an entrepreneur who is skilled at running businesses but 
doesn't want to create their own from scratch. Purchasing a franchise license 
to operate a business out of the box and get going quickly is appealing for its 
quick ramp up time but also the long-term low maintenance that fits the 
entprerneur lifestyle. It also allows them to expand the territory should they 
decide to scale further, 

COLLABORATIVE CONSUMPTION 

This type of startup play leverages the "Collaborative Consumption"or "Sharing 
Economy” trend. It could be any number of business categories where 
consumers are interested in leveraging temporary items and not willing to 
purchase things outright because they don’t need access to it all the time. An 
example of this could be a rideshare service. These are popular because more 
consumers are not interested in auto ownership but still need a method of 
getting around that is not a taxi or public transit. This startup is designed to 
connect those who need a temporary vehicle for a limited time to those who 
own and are willing to rent through its mobile app platform. 


COLLABORATIVE CREATION 

This play is a startup that leverages its community and crowd to utilize the 
"Collaborative Creation” process. In a specific example, it could be a gaming 
company that has created a cross-platform gaming experience. It uses an open 
innovation approach to allow for its gaming engine to be experimented and 
tested upon for new applications and used by other companies as a means for 
exploration. This type of innovation model when used as core to a startup is a 
powerful approach and differentiaor. 

RAZORS + BLADES 

This startup play is an old business model with a new twist. Anyone who has 
bought a good razor knows that the razor is the giveaway. The money is in the 
blades that you need to buy every few months. This startup is not literally 
selling razors and blades but It operates by providing the core of their 
technology at a one-time purchase fee and sells the replaceablle items at a 
significant discount to consumers. By leveraging digital channels or subscrip¬ 
tion services the scalability of this business model is huge. 

PHYSICAL PRODUCT 

A startup play of this type is about leveraging the New Industrial Revolution 
technolcgies to build something that doesn't exist and will make a strong 
impact on the marketplace. Startups like this are about the physical design and 
range from consumer wearables to medical devices among many other 
topics.The biggest thing about this type of startup is it is very capital intensive 
but can leverage rapid prototyping technolc^ies and digital storefronts to have 
global reach with a continuous innovation path. 

PROFESSIONAL SERVICES 

This type of startup play is a company that is usually built based on a 
entrepreneur’s background and extensive experience. In many cases they are 
launched out of necessity and scaled for opportunity. For example, it could be 
a firm that focuses on providing strategic business and design consulting for 
several Fortune 500 companies that want to enter new markets. They could 
have a differentiator of a collaborative network of freelancers and consultants 
for assembling dynamic teams to address any situation. This could be 
someone looking to create a lifestyle company or a large firm. 
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BUILD YOUR OWN SEED BOARD 


Preparing for the Adventure 

We have just spent the time in this chapter walking through the use of 
the SEED Board and reviewing the results of the element exercises (com¬ 
plete any you skipped), the Startup Equation Elements Design, and the 
SEED Board. To prepare you for your startup adventure, we’ve provided 
on the following pages a blank SEED Board for you to design your own 
Startup Equation. 

Take it a section at a time and fill in the board in the order that it ap¬ 
pears. As a quick recap from the previous SEED Board overview, to help 
you better understand the different phases of the startup life: you must 
answer the two questions before you can fill out anything else on the 
board. Why? Those two questions set the stage for the business you are 
building. Then, afterwards, move onto Part #2, Building the Foundation. 
This will give you insights into your strengths (Entrepreneur (En)), then 
help you capture the vision for your startup (Idea (Id)). Taking these ele¬ 
ments into account leads to a better idea of how you’ll actually build your 
startup (Solution (So)). 

Next you will move to Part #3 to address how you want people to 
view and experience your company (Craft the Experience). It requires a 
hard look at your startup’s Team (Te) and what company Culture (Cu) 
you want to promote. With these elements as a baseline, we explored 
what makes a great Customer Experience (Ce), which creates the foun¬ 
dation for building a stellar Brand (Br) experience. 

You will then look at Part #4 on how to scale your startup for suc¬ 
cess (Grow the Dream) and maintain that momentum. It means dealing 
with operational functions like Marketing (Ma) and Sales (Sa) by apply¬ 
ing various Scaling (Sc) techniques along with how to support continu¬ 
ous Innovation (In). Finally, we looked at the intangible (eXponent) or 
X-Factors (Xf) which underlie and amplify everything required to chart 
the best course for your startup journey. 

If you find yourself in need of guidance within a section, then refer 
back to that section and its exercises. They are there to help you figure 
out the answers to these questions and the elements you need for your 
startup equation. 


It is important to note that just like your business, your SEED Board 
will organically change over time. That’s great. Feel free to revisit this 
board as frequently as you need to. It is here for you (just as the book is) 
when you need it. 


Now You Are Ready to Begin the Adventure 

We’ve reached an exciting point in your startup journey. It’s time to 
choose your own adventure and build your very own Startup Equation. 
Now you are ready to walk through the use of the SEED Board. As a result 
you’ll end up with a personalized Startup Equation that fits your chosen 
adventure. 

Now it is time for you to build your own SEED Board. 

Remember that going on an adventure should be a discovery, and 
like most adventures, you often don’t know you’re living one until you’re 
right in the middle of it. 


NOW IT’S YOUR TURN, SO GET STARTED! 


CHOOSE YOUR OWN ADVENTURE 
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BUILD YOUR SEED BOARD: PART 1 - TWO QUESTIONS & BUILDING THE FOUNDATION 

O TWO QUESTIONS 

QUESTION 1: DIFFERENTIATION 

HOW IS THIS STARTUP 
DIFFERENT? 

V 

ANSWER THE “TWO QUESTIONS” 




QUESTION 2: SCALE 

WHERE DO 1 WANT THIS 
BUSINESS TO GO? 

1 

- 


BUILDING THE FOUNDATION 
What is the name of your startup? 


Write out what makes you unique as an entre- 

Entrepreneur(En) preneur then select the ‘Type’ and ‘Approach’ 

_ ' elementyou are and write them below. 

Type: 



Approach: 

1 m m J 

C IdPa out your business idea and identify two idea ^ 

_ ‘Generation' elements yo u will use below. 

hJ Ii Idea Generation 

11= I 


IdPa business idea and identify two idea 

‘Generation' elements you will use below. 


Cniiitinn To help with completing this part, finish the exercises in 

jOlUllOn ^30; chapter/.especially the ‘base Board-aerase. 

Opportunity _ Market(s) 


Opportunity you will address: 


Market(s) you will serve: 


Offerings 

OFFERING 01: 

Primary oroduct/service: 


MVPs 


OFFERING »1 MVP: 

MVP description of Offerine ill: 


il 


OFFERING 02: 

Secondary oroduct/service: 


OFFERING 02 MVP: 

MVP description of Offerine #2: 


Approaches 


Select a primary and 
secondary approach 
your startup will take 
to sell to customers. 



Approach#! 


Approach#? 

ELE 


ELE 
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BUILD YOUR SEED BOARD: PART 2 - CRAFTING THE EXPERIENCE 


0CIUFTING THE EXPERIENCE 


Complete exercises in their respective chapters. Complete sections and select elements below for the 0Scale(Sc) 
CRAniNG equation functions. 


Culture (Cu) 

Describe your culture 
in tour (4) words arrd 
Identify your top 
culture priorities. 



CORE - 






Team (Te) 

Identify your core min- 
mum viable team (IM) 
and extended team. Also, 
identify who is needed in 
the next six months 


ELE 


ELE 


ELE 

„an,eN««i/itave 1 
( 

ELE 

Name"**^'^" 

ELE 


ELE 



CustExp(Ce) 

Identify the program 
elements you will work on 
over the next six months 
and list the benchmarks 
pu will measure. 

^rand (Br) 

Write down pur brand 
position statement and 
select two senses pu will 
locus on to support it. 


PROGRAM 


ElE I ELE I ELE 


ElE I ELE I ELE 


List the Oust Exn Benchmarks you are 


measurine: 



Scale each element with one (1) program 
and one (1) measure element. Write out 
how you scale that element. 



CHOOSE YOUR OWN AOVENTURE 
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BUILD YOUR SEED BOARD: PARTS-( 

iROWINGTHEDRJ^ 




0GROWING THE DREAM 


Complete exercises in their respective chapters. Complete sections and select elements below for the 
GROWING equation functions. 

Funding (Fn) 

Describe why investors 
would want to fund your 
company, identify two (2) 
cluster and two (2) program 
elements that you will use. 


^ Scale (Sc) 


Scale each element with one (1) program 
and one (I) measure element. Write out 
how you scale that element 


Marketing (Ma) 

Define a marketing goal 
and a date to achieve it 
along with two program 
and channel elements 
that you will use. 



Sales (Sa) 

Define a sales goat and a 
date to achieve it along 
with two channel and 
campaign elements that 
you will use. 

Innovation (In) 

Name one way you plan on 
innovating your industry 
and one method and one 
engine element that will 
supports this initative. 


296 


THE STARTUP EQUATION 










































































BUILD YOUR SEED BOARD: PART 4 - X-FACTORS & YOUR SEQ ROADMAP 


[POWERING YOUR X-FACTORS 

X-Factors(Xf) 

Identify two (2) ‘constant' elements and one 
(1) ‘variable' element that you have cur¬ 
rently and one (I) of each that you will work 
on over the next six months. Also provide the 
reason why you are working on these partic- 
[^ular elements right now. 


Current 

X-Factors: 

X-Factors 
to work on: 


■ -- v;;' 


ELE 

ElE 

L 


F" 

ELE 



0 


CHARTING YOUR STARTUP EQUATION (SEQ) ROADMAP 

A Startup is built one step at a time. Prioritize your roadmap based on urgency and importance. Select the first milestone from each element group (e.g., Marketing, Innoyation) and set 
a date for completion. With the exception of Scale (Sc), where you have already set a milestone for that respective element group 


/Intrepreneur(En) 

Milestone: 

Date Complete: 


l^deadd) 


Milestone: 


^lotion ($0) 
Milestone: 


y V 


Date Complete: 


y v: 


Date Complete: 




Customer Experience (Ce) 
Milestone: 


Date Complete: 


Team (Te) 
Milestone: 

Date Complete: 


Culture (Cu) 
Milestone: 




Date Complete: 


f Marketing (Ma) 
Milestone: 

Date Complete: 


'^Brand (Br) 


Milestone: 


Date Complete: 

_ ) 


Funding (Fn) 
Milestone: 

Date Complete: 


rSale$(Sa) 


Milestone: 


Date Complete: 

V 

J 


^Innovation (In) 


Milestone: 


Date Complete: 

J 


C X-Factors (Xf) 


Milestone: 


Date Complete: 



CHOOSE YOUR OWN AOVENTURE 
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YOUR JOURNEY IS JUST BEGINNING 


Your time is now. 

Congratulations! Right now, in this very moment, you are embarking 
on a journey that you can barely believe to be something other than a 
dream. Luckily, with this book, you are not alone and you have already 
taken your first step toward creating something inspiring for the world 
to see. And it always begins with that first step. 

One Billion Entrepreneurs and a New Industrial Revolution 

You are one of the billion entrepreneurs in this golden age of entrepre¬ 
neurship set to start a business in the next fewyears. In a nutshell, you are 
part of a new Industrial Revolution and it is entrepreneurs like you who 
will change and build a world that we can only imagine. 

The Six Forces that Change the Game 

As part of this new Industrial Revolution, there are six forces powering 
the opportunities that lay ahead. This includes the Liquid Workforce, 
the New Work Order, the Maker Movement, the Sharing Economy, the 
Connected Customer, and the evolved Creative Economy. More than any 
other time in history do you have the opportunity to create new indus¬ 
tries, new business models and transform the world around you. 

An Equation, a Table of Elements and a SEED Board 

To help you along this journey we have provided you with the tools 
you need to begin and grow along the way. This includes, of course, the 
Startup Equation, which is the structural formula to build a foundation, 
create and experience and grow the dream that you have for your startup. 
Within the equation there are functions that have many elements you 
will leverage and we have provided the structure using the first “Peri¬ 
odic Table of Startup Elements”. But we didn’t stop there. You need to 
choose your own adventure. And in order to chart your own unique 
startup course we created two tools—the BASE (Business Approach & 
Structure Elements) Board which dives deep into questions you need to 
answer about your startup and set a good path. We also created the SEED 
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CONTINUE YOUR JOURNEY 

For exclusive access to over 100+ pages of content, 
including infographics, templates, exclusive inter¬ 
views, and so much more. Join the community of 
people like you at www.StartupEquation.com. 

ONE MILLION ENTREPRENEUR MISSION 

Everyone deserves help in creating something 
great. We are dedicated to helping over 1 Million 
Entrepreneurs like YOU by 2017. Want to be a part 
of something that is game changing? Join us at 
www.StartupEquation.com. We will see you there! 

\ _ 


(Startup Equation Elements Design) Board which is the living map that 
will guide you along the way, and get you to where you need to go on your 
journey. Even if you decide to change directions, think of the BASE Board 
as your startup compass and the SEED Board as your startup map. 

Remember, this is about the Journey and not just the Destination 

Your journey will have its ups and downs but this is about the journey 
and not just the destination. You will have moments of doubt and mo¬ 
ments of triumph. It is for moments like this that you are creating some¬ 
thing great. It is moments like this that make you feel alive, feel strong, 
feel free. It is for these moments that you designed your own Startup 
Equation and for them that you are on a journey that is yours. 

Success is what you create. So enjoy the journey. 
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